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CHILPTM 7

FROM POT$IMM TO STUTTGART -

SECON SE O POCT-SMUtM POLICT

THE FIRST REO01SIDMLTION OF OCCUPATION POLICY

7he Raeopening 2C berib W-u s

The last th-:e months of 1945 were a timu of reconsideration of baso

ocoupation polioies, both in Washington and in the theater. It was a moot

question whether guidance suitable to the actual situation in Germany could

be fitted into the framework of Jes 1067/6 or whether outright modification

would be necessary. This uncertainty led to the postponement of policy

dscisioo. For example, the Joint Chiefs of Staff cabled the theater on

6 September 1945:

".., The prToblens of reparations and restitution are now under
consideration by "tate Department as a matter of urgency. US policy
on exports from Germn& Xs involved in the whole question of resti.
tution and reparation."Wi

Steps looking toward the revision of basic occupation policies were taken

both in Washington and in the theater. On 30 August, 1945, President Truman

requested Byron Price to go to Germany to survey "the general subject of rela-

tions between the American Forces of Occupation and the German people.N Since

these relations were, of course, in large part a result of the policies pur-

K suded by Military Government, the Byron Price mission developed into a general

review of policy. Previous policy conflicts had caused some military govern-

ment officers to feel that policies were made in Washington and had to be

.1 •/ Paraphrase of cable from JCS to CG USF1•T for Eisenhower, WD CM OUT 60613
of Sept 6, 1945, CAD Numerical File, RG-122, tlB. ECREST
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accepted. Since Price was quite ready to listen to reasonable criticism, how-

ever, his conversations with military governt officers in the field encour-

aged the idea that policy could and should be changed when necessary.

The OI'US Standard of Living Renort

One of the first responses to the gradual change of climate was a staff

study of industrial dsasrmamnt prepared by the Industry Division of CNGUS,,a

draft of which was circulated in theater headquarters and also sent to Wash-

ington on 6 October, 1945. While the study carried the caveat "preliminary

draft, not adopted as official,n it was nevertheless a clear indication of

the thinking of leading M!GUQ technical personnel.

The 6 October 1945 staff study began by pointing out that the level

of industry for Western Germany could not be determined without the facts on

the Soviet Zone. A Germany administered as four separate zones was in no

sense an Reconomc unit". While the Potsdam Protocol could be construed to

reduce the Germn standard of living to that of other countries, it could

also be interpreted as damanding the advance of othei countries to the high

German standard. In any case, the prosperity of Europe depended on a certain

level of economic activity in Germany. Specifically, the staff study con-

cluded that:

(a) Germany•s direct facilities to make war had already

been destroyed by the elimination of the German Armed

Forces, confiscation of foreign holdinga, dismantling of

war industries as well as loss of territory and result-

ing dependency on food imports;

VII- 2
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(b) Oermaom Industrial potential to ae war could be effec-

tively eliminated bV a few specific controls and littationls;

(a) A rapid rehabilitation of German • tinutry and econor was

essential to the ell-being of neighboring nations and to

political and economic stabilityr In Swope as a wholel and

(d) a dependent and economically unstable Germay w a so, a oe

of political unrest and a constant threat to peace in

IZvope.

The staff study then recended that !a &oidftg whether a plant should

be declared awilable fo reparations, the main question should be whether it

ws needed for peaceful civilian producticn (Including construction and exports)

rather than whether It might be diverted to wmr production at som future date.

Potsdam should be construed so as to offer Germany an Incentive to cooperate

with her neighbors in raising the standard of living in Sawope as a whole.

Beyand the mandatory yt'ovisione specified in the Potsdam Declaration, only

mag0esium production should be prohibited and limitations should be confined

to ingot steel, machine tools and stockpiling of strategic materials. Aside

from these 3imitations, which should be enforced by thot imnplept possible con-

trols, German industrial production and international trade should be Onecnu-

aged, so as to establish a tolerable standard of living in Germany and the rest

of Aurope and to proamte political and economia stability and peace./

L ? study on Industrial disarmament by Xndustry Division, ONG3, 6 October
1945'WMA Deml File 014 Germayr, MB. CO1IIDMNTZAL
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In the meantime, the German Standard of Living Board created within

0-ŽGU by General Clay and headed by Calvin Hoover had drafted a preliminary

report entitled "German Standard of Living in Relation to Industrial Disarm-

ament and Reiarations". This report proceeded from the Potsdam formulation

providing for Allied controls to assure a German standard of living "... not

exceeding the average of standards of living in European co~utrisa (excluding

the UK and USSR)." Using this criterion and certain working assumptions,

the report recommended a standard of living equivalent to that which had

existed ir 3ermany in 1932. Thin level approximated 74% of the European aver-

age for the period 1930-1938, including depression as well as recovery years.

Germany would produce quantitatively as much goods as were produced in 1938,

but there would be a shift away from heavy and toward consumer industries.

The report concluded that it would be difficult, if not impossible, to carry

out a "severe program of industrial disarmament" while providing a minimum

German standard of living and the costs of the occupation. How far the

standard of living was to be sacrificed to allow for necessary industrial

disarmament was a high policy decision that the report did aot undertake

to make.

I/ These assumptions were that it would take two or three years to reach the
standard of living cited in the Potsdam Protocol, that the occupying powers
would agree to leave sufficient industrial capital for each teoe to contribute
proportionately to a minimum German standard of living, that there would be no
losses of territory other than the areas ceded to Poland and that the remainder
of Germany would have a population of 70,000,000, that no reparations would be
paid out of current production, and that no allowance was made for lowered
efficiency of the German economy due to division into zones, restrictions im-
posed by the Allies, inflationary dangers, or other financial difficulties.
/ brief of draft preliminary report by the working staff of the German Stand-

ard of Living Board - subject: German Standard of Living in Relation to Indus-
* trail Disarmament and Reparations, Tab "B" of staff study from CAD (signed by
i Geeiral Hilidring) to Secretary of War through Deputy Chief of Staff, 9 Oct,

1945, WDSCA Decimal File 014 Germany, IRB.
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While the weight of opinion in the economic branches of Military Govern-

mout had already swung definitely in favor of rehabilitation by the fall of

1945, General Clay approached the question with more caution. On 26 September

he cabled to General Hilldring am followss

"&traper has received letter frm Hoover that he has been din-
ouuming reparations with various goveriment officials in Washing-
ton. Ahile I have no objection to these discussions I would like
to point out the followlngs

"wI respect Hoover very such and he has made a valuable *on-

trIbution to ovr work. However, his standard of living study has
not yet been coordinated with study of industry now vnder way. It
is being used by qs only as a basis of discussion both internally
and In quadripartite discussions.

"Hoover abhors destruction and his personal views are towards
leniency. I want you to understand so that you may advise others,
if it becomes necessary, that his views reflect his personal stud-
ies but not necessarily represent our official views over here. "1

in a staff study on the Hoover Report, the Civil Affairs Division stated

thats

"It is not the view of this Division that the Berlin Protocol
was intended to assure any given standard of living in Germany."

While the Pxotocaol contemplated leaving facilities to support a minimum

standard, the study continued, actual economic revival depended mainly on avai

ability of fuel, raw materials and transportation. Admittedly, removal of

reparations and industrial disarmament would result in a German deficit that

must be met by relief imports. Payment of such essential imports would have

K. 1to be made through increased "peaceful" production or by Congressional

SCable C4-16741, USOCO to WARCAD personal for Hilldring signed Clay, 26
September, 1945, CAD numerical file, DEW.
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appropriations, or both. T.t we not US policy to hold up reparations removal

pending final agreement on the future economic structure of Germany•

However tentative, the Hoover report nevertheless aroused the criticism

of those who insisted on the primacy of industrial disarmament. In a

;Jwi story on 8 October, 1945, Raymond Daniell coemmnted that the Report's

view of "the vnvorkability of the Potedam Ageemsnt on Industrial DIsearmannt

and Reparations* had aroused Soviet suspiclons. Shortly thereafter, the

Csoohoslovak National Council of America seut a telegraa denouncing the Hoover

Report as a "trial ballon" toward re-establishment of a strong Germany and urg-

ing speedy industrial disarmament. The reaction of the CivIlA Affairs Division

was an appeal to orthodoxy. Incident to the Deniell dispatch, CAD commented

that the Hoover Report might well have given rise to Russian suspicions of a

change in US Policy but that "there is no known desire on the part of any

responsible government agency in Washington to depart either from the spirit

or the letter of the Berlin Protocol. &

ClariUflation of Policy is S2Uqht ThrouZh SWNC

Whether or not basic policy changes were actually impending, it was clear

that existing directives were highly ambiguous. The War Department therefore pro.-

pared a staff study outlining the points at issue. This paper, entitled "fAnany vi

of Certain Economic Problems Confronting Militery Occupation Authorities in

1/ Staff study commenting on preliminary report by the working staff of the Gor-
man Standard of Living Board (Calvin Hoover Report), from CAD (signed by Gen
Hilldring) to Secretary of War through Deputy Chief of Staff, 9 Oct 1945, WDSCA
014. Gerzany, DRB. It will be noted that CAD'a view was in apparent conflict
with the State Department~s instructions to the US representative on the Repara-
tions Commission, designed to avoid US financial contributions to the German
econony; see pWtI-l42t 3PI
£/ Staff study of 9 Oct 1945 as cited in note 1 above.
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Cerwny," we Introduced in the State-War-Ravy Coordinating Committee at 19

October 1945 as SWNCC 210.

SWCC 210 began by reviewing the economic provisions of the Potsdam Pro-

tonol, especially those concerned with disarmament and demilitariuastion, repz.a-

tiowo the German standard of living and the metamorphosis to peaceful industries.

It then ifdtcated that certain sections JCS 1067/6 not clearly superseded by the

Potsdam Protocol were still in effect, particularly the followings

Mwept as my be necessary to carry out them objectives,
you will take no steps (a) looking toward the economic
reiabilitation of Germany, or (h) dosigned to maintain or
strengthen the German economy." (Part II, Paap'aph 16)

"... Controls upon the German econoxW my be imposed to the
extent .. , necessary to achieve (your objectives) and ... to
protect the safety and meet the needs of the occupying forces
and assuwe the production and maintenance of goods and serv-
ices required to prevent starvation or such disease and
unrest as would endanger these forces." (Part I, Paragraph
1)

"Pending final Allied agreements on reparations and on con-
trol or elimination of German industries that can be uti-
lized for war production, the Control Council should ...
prohibit and prevent production of iron and steel, chemicals,
nonferrous metals (excluding aluminum and magnesium), machine
tools, radio and electrical equipment, automotive vehicles,
heavy machinery, and important parts thereof, except ... "
(for objectives now replaced by those agreed in the Berlin
Protocol). (Part V, Paragraph 32)1/

The "Disouscionw bectlon of SWNCC 210 began by stating the three objec-

tives of Allied policy under the Potsdam Frotemoi:

"(a) to disarm Germany economically and demilitarize her;

(b) to exact from Germany a proper amount and character of repara-

* tions within a fixed period of time;

* / Condensation of citation in SWNCC 210, pages 8-9.
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(o) to accomplish I and k in a& w which wi permit Gezrua

ultimately to sustain a peace eoonaW without external

assistance.o

The princip~l problems to be solved were:

"(a) in Inplementing programs for reparations and industrial

disarmment, what criterion is to measure the industrial

plant oapacity to be left to Germeny; and

(b) to what extent is it the policy of this goverment that

the Military Government authorities take affirmative

action with respect to the operation of the German

econov.

To execute the reparations program within the time limit set by Potsdam,

a prompt decision vas necessary on the future German level of industry. Com-

plete elimination of German heavy industry and specialized production having

a war-making potential would make it impossible for Germany to farm effectively

or meet the raw material needs of her neighbors without extensive imports for

which Germany could not pay. Both JCS 1067 and the Potsdam Protocol left room

for disagreement in dealing with the problem. Although SWNCC 210 interpreted

the standard of living stated in the Protocol as a permissible maximun rather

than a qtaranteed minimum, it was still necessary to define it.

Taken together, SW14CC 210 concluded, JCS 1067/6 and the Potsdam Protocol

failed to indicate how much •ilitary Government should do to promote positively

German economio recovery. While, strictly speaking, positive steps were limised

to maximizing the production of food and coal and meeting certain other basic

requirements, the directives ignored the fact that food and coal were dopend-ant

/ reid, page 10
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on eoonomic activity in general. The dilemma was sharpened by the current

coal directive, which ordered exports of more coal than GermaM could pro-

duoe. %he paper then raised the question Owhether the economic recovery of

Euope as a whole would be accelerated by use of a larger proportion of Ger-

man coal output in Germany."

SWMC 210 contained only questions with no suggestions or answers. Its

reoparnnendation was that the Department of State should be requested to pro-

vide "clarification of the US positionn for the guidance of Military Govern-

ir•ent on the following questions:

'a. level of balanced German peace economy to be taken
as measure of industrial plant to be left to Germany
after implementation reparations and industrial din-
armament programs;

b. Criteria by which level such peane econom is to ba
determined;

o. Vethor desired level peace economy is to be measured
by average living standards of .,ropean Countries and
if so criteria for determining such standards of
livingi

d. lhether United Sta~beo policy continvas to be that
affirmative action mil gov authorities in operation
of German econ=W be limited to repair of transport,
emergency repair housing and essential utilities,
maximizing coal and agricultural production and
imposition of certain economic controls;

a. Extent to which mil govt should take affirmative
steps to rehabill.tate German eoonc= with paricular
ref to relation of German economy to that of lurope
as whole, ceiling above which mil govt authbrities
should not assist German eoonosw, particular types
of assistance mil govt should render German economy,
and extent to which United States will assume responsi-
bility for provision of imports to support German
eaonoe
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f. ýhether in determining desired level of German peace

eoonoq, provision must be made for resourses to
enable Germany to urovide foreign exchange to pay for
occupation costs. "2.

An authoritative policy statament on these questions was desired ffcn

the President or the Secretary of State. If definitive guidance could not

be provided ivnediately, either the President or the Secretary of State

should advise Congress and the public of "the existence of. the problems here-

in discussed and of the factors bearing upon their solution. "

Early in November 1945 General Clay came to Washington. His main pur-

pose was to explain the critical German food situation and to urge maximum

allocations for the starving German population. There were, however, con-

ferences on other policy questions including, in particular, a meeting at the

Department of State on 3 November which dealt with the possible international-

ization of the Ruhr and Rhineland, central German agencies, reparations and

other subjects. On 5 November State Department officials discussed with Gen

Clay their draft of an answer to SWN0C 210. Theso meetings did not, however,

result in any major policy coitments or statenents.

The Byron Price Renort

On 9 November 1945 Byron Price submitted his report to the President.

Following a descriptive section dealing mainly with economic troubles and

the difficulties of indoctrinating the GCjrmans with desired attitudes, the

•/ As sumiarized from SUNCO 210 in Cable War 87680 from WARCAD to OMUS,
7 Dec. 1945p CAD Numerical File, EtB. RISTRICTED (downgraded from C)
&/ 'INCC 210, "Analysis of Certain Lconomic problems Confronting Military
Occupation Authorities in Germany," 19 October 1945, CAD files, RG-122,
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paper contained six recommendations. M1diu efforts, Price wrote, should

be bent to break the deadlock in the Control Council oaused by French resist-

ano to German central agencies. Mhe changeover of Military Government from

Aray to civilian control should take place an 1 June 1946 at the earliest,

the intervening tim being used for recruitment of the highest quality person-

nel. MaJor attention usv required by the food situati6ni Mr Price urged an

increase from 1550 to 2000 calories per day. *A ration adequate to prevent

starvation would not men being soft with the German people, I he stated. Mili-

tary Government should be given greater leewmy in deciding when and how to

denasify essential services and the control of German information media should

be loosened to provide freedom of opinion. American propaganda should stop

seronlsaing on German guilt and emphasiae reconstruction.

Mr, Price urged in his report the general revision of JOS 1067/6 which, he

said, had been drafted without any knowledge of actual occupation conditions.

Its long and detailed provision. were difficult to apply In the field. The

directive and its various appendices, which Prieo totaled at 72 pagoe, "could

profitably be revritten Into a few hwidred words of general principles.

The UivA•A Affairs Division prepared a net of reoenendations on the Price.

proposals, which were discussed by the Secretar of War with the Sooretariea ,iZ

State and Navy an 4 December 1945*. Th Department of State was urged to proes

for French agreement to central German agencies without'prejudioing the event-

ual German western boundary. The War Department agreed to civilianisation of

military government and suggested that the State Department negotiate the neoeo-

sary revision of the Agreement on Control Nkohinery for Germany. Noting that

M/ emoiandu from Byron Price to the President, 9 November 1945, released by
'White House 28 November 1945, Bureau of Budget 4ibrary.
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General Clay agreed with Price on the inadequacy of the 1550-.alorie food

ration and that the Quartermaster Goenaral use already planning for increased

food shipoante,. the paper stated that decision of the standard of living, inolud-

ing food intake, wa• 3ow of policy and ... not for the War Department to nake.N

It was recemended that the Secretary of State decide whether the German food

level should be increased. The Civil Affaf•-r Division elso agreed with Price's

recomendation an control of informtion nedia but considered that recomenda-

tions from the theater 'on denazification should be awaited.)

OMUS Views on the Revision of JQS 106'7/6

Referring to Price's recomnendation for revising basic policy directives,

Gen Hilldring cabled on I December 1945, requesting "imperatively" theater views

on the need for chwanes in JOS 1067/6. Recommendations for changes or rescis-

sion of documents on subjects oovered elsewhere were invited. To this, Gen

Clay answered in full:

'Reference your W86385 do not understand what Byron Price has in
mind. On the whole JCS 1067 as modified by Potsdam has proved workable.
Nih of JCS 1067 has been enacted into Control Council laws and direc-
tives. Here any changes would be confusing except as we necessarily
deviated from JCS 1067 to obtain quadripartite agreement. It would be
helpful probably to delete from JCS 1067 those matters covered by Pots-
d.i and by Control Council actions substituting or referring to these
actiionr Some details require clarification or amplification and a
report covering these details will be furnished in about 1 week. I don't
know how we could have effectively set up our mil goa without JCS 1067." 2/

U/Memorandum from'General Hilldring to the Secretary of War, 3 Deoember 1945,
ubject: Reeommendations of Byron Price Report on Germany, WDCSL Dec. File

* 091 Germany, DRB.
1/ Cable, WAR 86385, WD to 0K•US personal for Clay from Hilldring, CONFIDENTIAL;

*I CC 19760, from 0MGS to War Department, R2STRICTED CAD Numerical File, MEB.
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Within OUSj each •~division van requested to recomend changes in the

wa psh of JOC 1067 for wioh they vere responsible. Such proposals were

to be based an experience in Germsny,* the Potsdam Agreement and action taken

by the Allied Control luthority. After the views of OGM1JS divisions had been

compiled, Gen Cla7 cabled on 10 December his preference for amndment rather

* than coplete rewriting of JnS 1067/6. It wan not deeired, however, that the

directive be expanded to Include interpretations, since this vould destroy its

flexibility. Rather than drastic changes in the direotive, wabt was needed was

support for t-e interpretation of the Potsdam Protocol developed in the theater.

The most recent nt rpreta-tion of Potsdams issued by the State Department, Clay

added$ fulfilled this prupose.

Gen Clay's cable of 10 December recommended twenty specific amndmente in

JCS 1067/6. It -as reommended that paragraph 30 of JCS 1067/6 authorising cen-

tral Germin agencies be revised to encourage establishment of a central German

government with limited authority at an early date. In the meantime free and

unrestricted interzonal travel should be allowed except for security suspects.

The provision of paragraph 4b disoouragizg fraternization vith the Germans would

be dropA.•d. Paragraph 6c on denauifioation would have the definition of "more

than nominal partioipantsv in the ISDAP deleted so that individual tests could

be applied by review tribunals. Mandatory arrests (Sb) would be limited to per-

sons active in organizations being tried by the International Military Tribunal

and to others againut whm there might be definite evidenoe. Paragraph 16 on

control of the German economy should preferably be replaced by section II, para-

graphs 11 and 15 of the Potsdam Protocol authorizing controls for both negative

and positive purposes. The sentenoe prohibiting steps toward the economic

rehabilitation of Gerany or designed to maintain or strengthen the German

SECRET 1
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enonomy shou.d, General Cluy indicatedo be deleted in any case. Other sec-

tions, he indicated, should be amended to conform with the Potsdam Protocol

or deleted altogether.l/ 1

The Denartment of State feinterrqmete on.iic PoJic7

In the meantime the Department of State had transmitted to the War

Department a paper entitled "Reparations Settlement and the Peace Time Eco-

nomy of Germany." This paper wAs in answer to SWNCC 210, which was there-

upon withdrawn from the SINCC agenda. It we cabled to the theater on 7

Decomber 1945 .2"/

The Department of State's reparations paper pointed out that while the

rotsdam Protocol charged the Allied Control Council with eliminating German

military production and reducing drastically the capacities of the metal-

l•rgical, machinery and chemical indistrie, it did not impose permanent limita-

tions on the German economy. After the initial level of industry had been

do tkrmined there would be constant review. Final Allied decisions on rectric-

tion of German industrial capacity would not be made until the peace settlalrbant,

Wvhile reparation removals would undoubtedly retard Germany's economic recovry,

tLo United States intended to permit the German people under democratic govw,)n.-

ment to develop their own resources and work toward a higher standard of livinp,

subject only to restrictions designed to prevent armaments production.

It was, nevertheless, in the interest of the United States, the paper con-

tinuod, to enforce the reparation terms of the Berlin Protocol. This would

:1;7 Cable, CC 20130, from 0TGUS signed Clay to WARCAD personal for Hilldring,
10 December 1945, CAD Numerical File, RG-122, DRB. CONFIDENTIAL (downgraded frox. ,
./ Cable, WAR 87680, WD signed WARCAD to OMGUS, 7 December 19,5, CAD Numerical
File, RG-122, MB. RESTRICTED (downgraded from C)
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wealmn the German econumic base for war pending achievement of peaceful demo-

aratio goverment and vould assist the recovery of Allied oouatries. Destrue-

tion would be limited to equipment that could be neither moved nor used for

permitted production. Non-speolalized installations would be destroyed only

vben pmrta af !Lnt.erated complexes were easily convertible to war purposes.

Liuipment earmarked for reparations should not be withheld to permit more

efjective peacetime use of remainirng installationes Within these limits,

however, US repl ration and security policies were not aims4 at punitive destruc-

tion of capital needed for the German peacetime econemy.

Calculations of German industrial capacity, the State Department indinated,

we:re to be based on the Reich as it existed in 1937 less territory eat of the

Odar-Neisse line.

The Department of State did not interpret the Potsdam Protocol as forc-

ing a reduction in German living standards except as needed to enable Germany

to meet her reparation payments. The Protocol merely provided that Germany's

reparation obligations should not be reduced for the purpose of maintaining a

standard of living above the European average. The Department further inter-.

preted the standard-of-living criterion to refer to the years immediately fol-

lowing the two~year period of reparation removals. Germany should be left

enough equipment to produce an average European standaru of living in 1948,

even though administrative and economic difficulties probably would prevent

its full utilization. The paper Cave suggestions for computing German requiro.-

ments based on the 1930-38 average standard of living in Europe, adding that

the computation should be adjusted to permit repair of war damages and to

assure that Germany might exist without external assistance.

SECRVl -
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5he reparations paper went on 'to state that the United States had no

intention to exploit industrial disarmament for oumercial ends by crippling

coampetitive German industries of 4 peaceful 'oharacter. Furthermore, the

United State# should not approve removals that would h4er German exports in

guffiCient quantities to ppy *rnW 4-4*M*4 . _" W-UO " ,tata and itsS- w w -. w 4 &Uk V~M. U@U Jl U

Allies could not, of ooiwune guarantee an export-import baLanoej their respon-

sibility was onl to provide reasonable opportunity for a balance at the agreed

mi-nw standard of living. 7he current need for imports financed by the

occupying powers, the paper argued, vas due not primarily to reparations

removals but rather to the complete dislocation of the German eooncuar incident

to Germonys defeat and collapse. Shortages of fuel, food, raw materials and

other factors would indeed for some time prevent full use of even the remaining

industrial capacity. It was possible, the State Department admitted, that

reparation removals would divert transport capacity from constructive purposes,

and to that limited extent the United Nations might have to finance more Ger-

man imports than if no reparations had been taken.

For the next two years, the paper continued, the United States and other

occupying powers would have to finance minimum essential German imports not

dovered by exports. The Potedan Protocol imposed no obligation on the occupy-

ing powers respecting the German tamduqof living. So far as the United States

was concerned, the "disease and nrest* formula still applied. It wes, never-

thelesn, desirable to extend the iype and volume of imports into Germany, not

only to avoid disease and unrest but also to reactivate German export industrias

and thus lighten the burden on the occupying powere,

For the immediate future, Military Government should concentrate on the

repair of transport, housing and essential utilities and on maximizing coa and

VII - 16
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farm production. Theept as needed for the&* purposes, coal should by prior-

ity be exported to liberated coumtries even though this would limit German

"industrial production. If the coal crisis in Sirope should be surmounted by

the spring of 1946, the situation could then be reviewed to see whether more

oal could be allocated to Germn industries, particularly for export. Thin

possibility would delpsn in part on the success of Military Government in

restoring German coal output and transport. Meanwhile Mlitery Government

should plan for the selective reactivation of German industry, beginning with

plants yielding maxima values for the least coal.

Concerning the role of the ocoapying authorities in general, the State

Deparent paper had this to says

"The role of the occupying authorities in the process of Ger-
man revival should in general be that of providing and setting the
codditions within which the Germans themselves assume responsibility
for the performance of the German econom. To this end the occupy-
ing authorities shoulddevote primary attention in plannin revival
to the development of German administrative machinery ... and in the
application of common policies in transport, agriculture, banking,
currency, taxation, etc. As one aspect of this process derAsifica-
tion should be satisfactorily completed during the present period.
For the rest, great importance attaohes to the conclusion within
the Allied Control Coimcil of agreements governing policies to be
followed in various aspects of the German eoonomy enmerated, and
devising inter-zonal German machinery for their applioation. 1/

The reparations paper was released to the press on 12 December 1945,

together with a statement by the Seretatry of State pointing out that the Pots-

dam Declaration involved three stages in the return of Germany to normal eco-

nomic conditions. During the first stage, lasting from the surrender in May

1945 until at least the end of the winter in 1946, the United States would

pursue four immdiate objectives:

•f Cable, WAR 87680 of 7 Dec. 1945 as cited in Note 2 page 14 chapter 7
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to increase to the greatest possible extent the expert

of coal from Germany to liberated areas. The rate of economic re-
covery in Europe depends upon the coal supplies available over this
winter; and it is our intention to maintain the policy of hastening
the recovery of liberated areas, even at the cost of delaying re-
covery in Germany.

"ead to use the months before spring to set up and to set
into notion, in conjnmotion with our Allies, the machinery necessary
to execute the reparations and disarmament programs laid down and
agreed at Pots-da- ... Ths calculation, which requires definition of
the initial postwar German economr, must be completed before February
2, 1946.

"11=1, to set up German administrative agencies which would
operate under close policy control of the occupying authorities in
the fields of finance,. transport, coemnmications, foreign trade,
and industry. 8uch agencies ... must operate if Germany is to be
treated as an economic unit and If we are to move forward to Ger-
man recovery and to the eventual termination of military operation.

"Fourth to prevent mass starvation in Germany. Throughout
Europe there are many areas where the level of diet is at or close
to starvation. In terms of world supply and of food shipments from
the United States, liberated areas must enjoy a higher priority
than Germany throughout this first post-war winter. The United
States policy, in collaboration with its Allies, is to see that
sufficient food is available in Germany to avoid mass starvation.
At the moment the calory level for the normal German consumer has
been established at 1,550 per day. This requires substantial imports
of foodstuffs into Germany, especially of wheat ... Dae thousand, five
hundred and fifty calories is not sufficient to sustain in health a
population over a long period of time, but as a basic level for the
normal consumer it should prevent mass starvation in Germany this
winter. If a higher level for the normal consumer is judged to be
required and if it is justified by food standards in liberated areas,
the ration level in Germany may be raised by agreement among the four
occupying powers.'

In short, the Secretary of State continued, it would be an exceedingly

hard winter for Germany, though only slightly more difficult than for certain

liberated areas. A softening of American policy on food and coal for Germany

would, however, hurt the liberated areas.

In the second stage in German economic policy, for which preparations woý ,

under way and which should begin in the spring, it was envisaged that Gerik.; V-
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would gmduLly recover. "Simltagnoualy with the removal of plants under

reparations plants will be earmarked for retention; and as fu.l and raw mate-

rials beeoame available, German industry whtch is Permitted to remain will be

gradually reactivated: and the broken transport system revived.* Though coal

exports would continu, expanded output would permit more coal for the German

eoonoq. German induhtrial production and exports would then increase.

The third stage;of economic derelopsnt would follow the period of repara-

tion removals, whichthe Potsdam Declaration raquired to be oampleted by 2

February 1948. Germany would then have resources sufficient for a standard of

living equal to the t.st of Europe other than the Soviet Union and the United

Kingdom. ~imitationai thereaftei imposed on the German eoono should, ia the

opinio of the US Government, be only to prevent German rearmament and not to

restrict the German estandard of living.?/

It was apparent.y the foregoing statement to which General Clay had refer-

red when he voiced approval of the Department of State's interpretation of

Potsdam.

THE FRINCIPILF OF UNýIYIN OCCUPATION ADMINISTRATION

During the fall of 1945 Gen Clay had severe 1 occasions to defend the

principle of unified responsibility for United States occupation administration

in Germany. That he sucoeeded is of historical importance. Otherwise, there

might have been oomieting and at time oonflicting US agencies operating in

Germany, each with its own channel of command and its own policies.

11__Statement on AMricLan Loonomic Policy Toward Germany, Part A, a statement of
the Sea of State, released to press 12 Dec 1945, Dent of Stat. Bulletin, Vol. X1I1
(1945), pp. 960 ff.
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The first episode, mentioned briefly in Chapter 3, involved the relations

between OGUS and the US representative on the Reparations Commission. While

Gen Clay had enjoyed a satisfactory understanding with Ambassador Pauley, a

potential jurisdictional conflict arose in connection with the appointment of.

his successor. In late October 1945 the Secretary of State wrote to the new

representative, Mr. Angella

"*It is the United States' view, although no international
agreements exist on the point, that the plan for removals of
industrial equipment formulated by the Allied Control Council
should be submitted to the Allied Commission on Reparations in
order that it mW judge how closely the plan oonforms to the
policies established by the Allied Comission on Reparations.
In order that a consistent United States position may be main-
tained on the Allied Control Council and the Allied Commission
on Reparations, it will be your responsibility to review from
the policy standpoint for the Department of State arw America"
proposals for removals to be made to the Allied Control Council,
and to report to me in the event you are in disagreement there-
with. The United States Member of the Allied Control Council
will be requested to work closely,4ith you so as to enable you
to fulfill this responsibility. W

General Clay stated that he would not conocu with the division of

authority. The government should make a clear-cut decision whether OWUS

or the US representative on the Reparations Commission should determine the

amount and character of reparations removals. The result was that Angell's

letter of appoinTment was revised, in consultation with the Civil Affairs

Division of the War Department, so as to leave the authority of Military

Government over reparations questions unimpaired.

I/ Minutes of Yeeting at State Department, 3 Nov. 1945, Subject, Current
Questions in the Military Government of Germany. Participants: State Depart-
meat (Messrs. Clayton, Thorpe, Matthews, Rubin, Riddleberger, Kindelberger and
deWilde), Office of Military Government (General Clay, Ambassador Muphy), War
Department (General Hilldring, Lt. Colonel Gross), CAD Decimal File 014 Germany,
110-122, IMB
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On pages 56-58 of Decision in German, Gen clay describes the steps

taken in November 1945 to clarify relations with the War and State Depart-

ments. As he explained in his cable of 17 November, from which he quotes

extensively, Military Government was willing to receive instructions from

either War or State. Such instructions should preferably be sent through

a single channel, the War Department, or else direct. Gen Clay objected,

however, to having instructions come through the Political Advisor, who was

the Department of State's representative at theater headquarters.

"As a result," Gen Clay writes, "it was arranged that instructions

should always be sent through the War Department and that State Department

essagee to the Political Advisor were to be considered as suggestions.

Throughout the occupation we received many of these suggestions which were

accepted in large part. When they were not, Murphy was free if he thought

it important enough, to advise the State Department so that those rejected

could be repeated as instructions."*

The relationship of ISPOIAD to OMfUS, thus temporarily settled, did

not last. It was difficult for Ambassador Murphy's staff to resist the

temptation to enter into operations, particularly since their British and

Frenoh "opposites" had reoognazed operative functions. Poor liaison between

the Departments of State and War/Army in WashJugton resulted in friction

between their respective representatives in the theater. As a result, the

USPO'LAD-OITJ relationship degenerated into a polite feud, to which we

shall have occasion to advert in the next chapter.

.• Deisio 5?

Wee h-apter 4, "Problem of State-Army-OI{.US Liaison".
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* Gen Clay's third occasion to defend the unity of occupation admiaistra-

tion involved the proposal, late it 1945, to establish in the theater an

organization, independent of Military Government, to handle investigations

of technical Intelligenee. Gen Clay cabled that if ouch an agency were estab-

lished, he would discontinue the Field Intellipmoe Agency, Technical (FIAT),

the branch of CWUS currently handling such investigations. Furthermore, the

new agency would need its own Indelpendent facilities for housekeeping, trans-

portation, and general care, since logistic support from the occupation forces

would not be forthcoming. Since, under conditions in Gezm in late 1945, it

was impossible for Americans to exist there without AM• food,, billets and

transportation, the question was effectively settled. V

In later instances in which technical missions of other departments were

sant to the theater on specialised assignments, it was agreed that they should

be under the supervision of the theater comm=der, who would have final author-

ity over all their activities in Germezy./

MANSF. OF DENAZIFICATION TO THE GEiMWANS

Developert of a Germn Deasifioation aw

The denasification program operated by Military Governmnt under the theater

directives and law No. 8 satisfied nobdye. Some critics, such as Byron Price,

•J This episode is also mentioned briefly in Chapter 3, "Military Government
Relationships with Other Agencies in Theaterw.
S/ Cable from O0MUS to War Department, AGWAR to WAYCAD personal for Hilldring,
CC 20U13, 10 Dec 1945, CAD Nmerical File, RG-122, IRB. SECRET
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2eelt that it went too fast and too far, which others suoh as RusseU Nixon

wrote incensed memoranda complaining that not enough people were being

arrested.-

Similar complaints were being echod in the American aeus and in the

mail flowing into the War Department, much of which was forwarded by members

of Congross. The vrying opinions tended, however, to offset each other, abd

Washingtn did not undertake to state denazification policies beyond what

already stood in JGS 1067/6 and the Potsdam Protocol. The transfer of denazi-

fication to the Germane was a clear case of occupation policy developed in the

theater. Only at a later stage in the denauifioation program did Washington

prticipate more actively in policy decisions.

On 30 November 1945 0IDLY issued orders appointing a Denazification Policy

Board to "formulate a complete over-all program for denazification, providing

for placing as much responsibility as possible on German officiale." The Board

reviewed denasification operations to date, including the by then voluminous

lavs and directives. In developing a long-term program to replace the interim

operations conducted by Military Government, it sought to correct deficiencies

savh as arbitrary treatment of "small fry," failure to reach active Nazis not

falling within enumerated categories and lack of erman participation and there-

fore of German support. The Committee recommended a plan whereby denazifination

would be administered entirely by Germam authorities in each Iand, who would

Byron Price Report to the President, 9 Nov 1945, released by White House
28 Nov 1945, Bdreau of Budgev Library, Reconendation No. 5.

Memorandim from Russell Nixon, (CI•US investigations of Cartels and External
Asset Divisien to Lt. Col. R. R. Bowie, Denazification WorW~ng Cermittee, 0NG1E,

lu Jan. 1946, ONGUS AG Decimal File 014.3 Denanification Policy, XORC. SECRET
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consider the cases of persons ruquired to register under the program and

classify them as (1) major offenders; (II) activists, militaristeand prof-

iteers; (III) followers; and (IV) non-offenders.

At the request of OMGUS, the Miuistern-President of the three Iaender in

the US Zone drafted a proposed German law under which the denazification pro-

gram would be administered. This draft was completed on 22 December, 1945 and

was available to the Denasification Policy Board when it prepared its final

report. There were, however, substantial differences between the German and

American approaches. The basic principle of the German law was that each

individual "shall be judged exolusively by his actual conduct, taken as a

whole. Formal membership in any organisation shall not be decisive.'

Under the proposals of the Denasifioation Policy Committee, however, the

denazification categories of Militery Government directives would be carried

over into the German law and would create a presun~ion of guilt: It would

be up to the person accused to prove his innocence. While the German draft

contemplated that German authorities would take entire responsibility for

denatifieation, the Board recommended military government supervision on both

Iand and local levels with no reduction in Special Branches and Denazification

Field Inspection Units.'/

I/ 0IGUS Special 6der No. 228, Section 17, Subject: Appointment of Denazifi-
cation Policy Board, dated 30 Nov. 1945 (mimeographed), as cited in .2&jU -
tion 40.

}reliminar Report by Working Committee as Denasification policy Board, 01"GUS,
20 Dec. 1945 (mi=ebgraphed), CONFIDOTIAL; Report of the Denazification Policy
Board to the Deputy vilitary Governor, 0NtU 15 Jan. 1946, (mimeographed),
RES7RICTED1 OMQUS AG Decimal File 014.3 Denazificatios Policy O3R0.
I/ German draft of proposed Denazification law prepared by Iand Ministers of
Justice, 22 Doe., 1945, a,,GUS AG Decimal File 014.3 Denasification Policy, KCRC.
RSSG1RIC7D
1/ Report of the Denasification Policy Board, as cited in Note ._, pp 19-20
and 26-27.
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There ensued a lengthy dispute, in which OMGUS officials and German

officials each claimed that the plan advocated by the other side would be

ineffective. These differences were lbrmaehe out by a Laenderrat Committee

with representatives of the Regional Government Coordinating Office and the

Denazification Policy Board. By late February 19/+6, the Germans found them-

selves forced to accept most of the 014GUS proposals.

The law for Liberation from National Socialism and Militarism was

approved by Gen Clay on 5 March, 1946 in a letter to the Miniuters-President

of the Laender. In this letter, Gen Clay told them:

"The opportunity given to you imposes serious responsibili-
tes upon you. United States Military Government is determined
that the denazifioation program must be carried out thoroughly
and effectively. 7ou will therefore be held strictly account-
able for effective and just enforcement of the law. Supervising,
investigating and control measures will be instituted by Military
Government so that it may take any actions, or require the German
authorities to take any actions, which are necessary to attain
the denazification objective.i"e

The law, which became effective the same day, provided for a danazification

tribunal (Spruchkammer) in each Krtis (Countfy) composed of a Chairman and at

least two other memers and staffed with a public prosecutor, investigators and

other assistants. Appelate tribunals (Berufungskammer) were established as a

channel of appeal All denazification personnel in each land were under the

supervision of a Minister for Political Liberation.

/Denazficat - letter from James K. Pollock, Director, RGCO, to
Gen Clay, 23 February 1946, O.-US AG Decimal File 014.3 Denasification Policy,
YCRC.
LI Letter from Lt. Gen Lucius D. Clay, Deputy Military Governor to the
i•inisters-President of Bavaria, Wuerttemberg-Baden and Greater Hesse, 5 March,1946 (mimographed).

l/ law for Liberation from National Socialism and Militarism, 5 March, 1946,
Pollock, Germany Under Occutation, pp. 152-169.
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The law required each adult in the US Zone to fill out a new question-

naire called a Meldebogen. This was reviewed by the local prosecutor and a

determination made whether the individual should be tried before the Spruch-

kanmer. Those tried were grouped in five classes rather than the four ori-

ginally proposed as follows: (1) major offenders, (2) offenders (activists,

militarists and profiteers), (3) minor offenders (on probation), (4) followers,

and (5) persons exonerated. This classification was entered on the personal

identity card of the individual concerned. Those against whom there was no

evidence justifying a trial received the notation "not concerned".

At the insistence of 01GUSp there was included as an appendix to the

law the list of official3 and organizations attached to Control Council

Directive No. 24 and derived from the ramoval and exclusion categories of the

USFET directive of 7 July 1945. This restricted the freedom of judgment of

the tribunals, and many Germans complained that the law for Liberation was

really an American rather than a Gervan law.

Release of Mndatory Arrestees

A subject in which Washington took some interest was the release of

individuals interned under the mandatory arrest provisions of denazification

directives. In late 1945, their cases were being processed at a slow rate

by German and OVGUS Boards of Review.

On 29 November 1945 the Secretary of War requested OIGUS to indicate its

plans for disposition of "approximately 80, COO minor Nazis" currently held in

camps.•- OIUS replied that there were over 90,000 arrestees in mandatory

"1_Carl L. Friedrich, "Denazification, 1944-1946." Chapter II"
2/ Cable, AG14AR to Ol-IGUS, WAR 85745 of 29 Nov. 1945, OI4GUS AG Decimal File
o14.3 Denazification Policy, 1GRC. SECRET
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categories not including 25,000 members of military and paramilitaz7 Organjza-

tion5. Apprwdwtely 20% of these were not mbere of organizations which had

been indicted before the International Military Tribunal, and authorit- we

requested to release the 2./ On 11 January 1946 the Joint Chiefs of Staff

granted Clen Clay authority to release the individuals in question. later,

authority was granted to release on parole Internees "-o are about to die due

to Ilaess, subJect to reanest should their healthIr

Difficulties in OUeration of the 2t•ammutation law

The operation of the law for Liberation from lkatiorAl Socialism and

Militarism was only partially successful. It ws difficult to obtain quali-

fied personnel for the tribunals, and Germn support ws limited. By Its very

nattues, denanifioatibn tended to be a "political football". LAh Special Branch

hoped that the biggest Nazis would be tried first, but the German political

ministers yielded necessarily to pressure to clear the minor Nasis so they

oould reot=m to employment." This was, of course, a natural consequence of

the broadening of the law on which Special Branch itself had insisted. Open

opposition to the law appeared in Bavaria, and DMUS took forceful steps to

suppress this criticism and extract expressions of support from the recalol-
trent politidim-Y&

•/ Vemorandun from Aust. Sec. of War Petersen to the lost. See. of State, 3
Jan 1946, OPD Decimsl File 091 Germnay, IRB. SECRET
&I Cables, JCS to Clay, WAR 92682 of 1. Jan 1946, S&CPRST; WDSCA to CaiGENUSFEIT,
WAR 94847 of 18 July, 1946, C0NFIDONTIAL; CAD NXumerial File, RG-122, RB.

~/Denazification 76. 1T.ill1am, S. Griff A,, "Denazification in the United States
Zone of Germany,, Annals.
.4/ A full and frank description of this entire episode is given by Kormann,
Denazification 8 -92.
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'here were numerous complaints that the Spruchkamner were too leniant:

0 R U -r ia was forced in July, 1946 to direct the lavarian Ministry for

Liberation to void 40 decisions of a Auich court. A long-smoldering case

involving foremen in the Bavarian coal mines broke out in open conflict between

the Land cabinet and the Director of OMG Bavaria. The Chief of Special Branch

in that land concluded that he needed more power to give direct orders to the

ministry. In September, OMUS found it necessary to issue a circular letter

condemning the "defeatist attitude toward denazification on the part of some

Military Government personnel" and directing personnel to "refrain from destruc-

tive criticism of the law for Liberation and devote thetr effortw ',Aino.e-

heartedly to constructive action ... On 5 November, 1946, after a survey

had indicated a high frequency with which important Hazis charged as Class I

or "fajor offenders" were declared to be "followers" and punished only by small

fines, Gen Clay be a speech to the Iaenderrat. He threatened that if the

Germans did not improve denaznfication practices markedly within 60 days,

Military Government would resume direction operation of the denazification

program. This led to a period of reorganization and, stepping up of the

activity of the tribunals.i

Not only OW.US investigators but also Army Intelligence officers observed

the operations of the tribunals and the reaction of the German public. On 21

November 1946 Yaj Gen W. A. Burrese, G-2 of USFET, reported that the defects of

SMinutes of Meeting of Bhvarian Ministers with General Muller, Director of
ONG Bavaria, 5 Aug 1946, OMlUS Decimal File AG 04.e3 Denazification Policy, gCIC.
This file contains the dockets on a number of similar cases.
3/ letter, INQ C!'•GUS to Directors of land Military Governmento-, 6 Sept 1946,

0M US Decimal File AG 00.1 (IA) KcRC.
S/ Denasification 103-112.

-I
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the Susmhkuammsr ste& were "ausing incrasing oriticism of eeocatie poliay

generally and of the Amarioan bmad of democracy. Ihe average German regarded

the SpuobJar as a place wbee big Nasls got off Lightly whil the 0mLU

fry' we mae to suffer. Germnn opinion had reached the point at overt

actions, euoh as bombing incidents in the Stuttprt e•e. Aoording to OGe.

Buiress, the tribuna* wer corrupt and often dominated by po•t,•eu. plrtiev#

espeoially the Cmmunist Perty. The judges, fearilng reprisals relemed mja'

Nazls who *.e thus rde available to reorpnise the Masi Pajrt•.rn viev of

al the evidence at hand, K wote Gen waresa, nit is our considered opinlas

that Spranhmio tribunmals, as they are now operating, ocstitute a long

range s•curity threat to the ocoupation and that the entire pr 1:8o-

gram should be carefully reviewed and amended.

A reply to MW G-2, yepered ty Special branch and siaped by Gen Clay

on 26 December 1946, undertook to justify the denasification progpams. At the

same time it pointed out sam of the diffioulties inherent in any .puration

program of comparable magnitude.

"N$ 0. The program, which requires the emaination of the
records of 11,000,000 people with 3,000#000 chargeable =do
the law is almost without precedent in the history of the
world, and could not be expeoted to proceed without grest
difficulty...

"... The program wa designed to separate the nominal
Nmi from the aotiwv Nazi so that the forer uould "epin his
place as a oltisen and contribute properly to the economic
revival of Germsy. 25% of the people cannot be cast out Of
an economy or permanently separated from the body politic with-
out Creating a chaotic condition.

Me./ andu, from' * ,Ge,. W. A. Burro"., /s 0..2 Ur: to Che at
StsaT, USnT, 21 lov 1946, cUGS AG Deciml Vile 014, 3 Dnasificatioan

Policy, NORC. Sarna
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"in any analysis of the denazification program, it must
be roemebered that 25% of the people are chargeable under the
law, and that this in itself will make for an unbelievably
large amount of criticism of the lay by Germans as it is
applied.*

However mild the sentences might seem, the report continued, denauffioation

had been even milder in the other son*#. Of covwse those punished by the

Sprauchlmmer would be resentful: the only thing to do vas to resist such

subversion. The supportirg data, it was held, did not Justify accepting the

conoluslons of the 0-2 report as other than an expression of opinion.e/

DurfAg the course of 1946, two steps were taken which reduced the number

of cases to be considered by the denasification tribanals. The first of these

was the "Youth Amnesty" proclaimed by ONGtS on 8 July, 1946, which eliminated

the oases of approzlnte y 2,000,000 registrants born between 1 January, 1919

and 5 March, 1928. Of these, approximately 410,000 were chargeable as members

of the H and the Bund Deutacher Ikedel. The Amnesty did not apply

to those charged as Class I or II offeuders nor to those against mhom there

was specific evidence of crime..&/

The Youth Asesty was proclaimed by Military Government without prior con-

sultation with Washington, and occasioned no particular ooment at the time,. In

August, the War Department cabled that it needed more adequate reports to doal

with "considerable criticismw of the denasifioation prograil. The cable also

requested, in the interest of better coordination, "...9 that contemplated

action be reported here for approval before it is initiated.* AL week later,

V'tter, Deputy Military Governor to Commnding Gen US.FT, 26 Dec 1946, OMGUS5
AG Deoll File 014.3 Denasification Policy, WRC. SECRET
L/ G'S Weekly Thforution Bulletin, No. 50, 15 July 1946, p. 24
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hower, another telegram, w atrassent re the omai&,ed Viev In

the War and State Departments that the undelying. policies of all ef~imutfn

made by you are omourred in and approved here."

In December 1946 the Iaenderrat proposed an additionul mmeti foar

former Masis not chargeable in Group .1 or II whos, taxable imamc and prop-

arty did not exceed a very modost figure or ito were 50% or more dieabled.

This proposal wa estbjated to reduce by 700,000 the number of cases to be

tried. Gen Clay referred the question to the War Department in the following

terms I

"wThe propose-d action is within the authority of this office
and therefore I an not requesting approval. Howver, I do not
iount to take action with auq]; far reaching results if you bave
strong objections theroto."Af

on 21 Deceuber 1946 0)GUS was advised that the Departaonts of State and

War agreed with the proposed amnessi provided that the bse year for ocuput-

ing inooms be changod and that oases be reopened should evidence develop indi-

cating an individual to be a Class I or Class II offender. The amesty, known

as the "Christws Amnesty" vas announced on 26 December, 1946. It was later

estimted to have reduced by 800,000 the nuber of oases tried by the Devaei-

fication Tribunals.a/

I/ Cables, AGWia to USFET and o0US, W 97043 of 9 Av and WX 97736 of 16 Aug,
1946, 0)US AG Decival File 014.3 Denasification Policy, MEC. SECRET
2/ Cable, ONUS sgd Clay to WD for WDSCA personal for Echols, CC 7373 of 15
Dee, 1946 CAD Numerioal File, RG-122, LIW. SECRET
./ Cable, WDSCA GO to ONGUSO WAR 88250 .of 21 Doec 1946, CAD Decimal File
311.23, RC-122, ERB. SECRU Denasifioation 114.
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In certain fields of occupation policy, such as derwAification, it was

possible for OIGUS to plaz and execute a program uniluatral2y, even though

its effectiveness might be hampered by discrepancies among zones. In other

cases, there could be little or no achievement without agreement among the

occupying powers. In late 1945 and early 1946, important inter-allied negotia-

tion. took place on three subjects within our purviews the German level of

industry, disposal of German external assets, and establishment of German

central agencieso

The level-of-Industrv Aareemnt

The negotiations to determine the permitted German level of industry,

plants in excess of which would be declared available for reparations under

the Potsdam Agreement, took place in the Allied Control Council during the

first quarter of 1946. The basic guidance available to OGUS in these nego-

tiations was the State Department reparations paper of December 1945. It was

supplemented by communications through War Department channels on various

technical and legal phases of reparations. An OMGUS paper of 18 January,

1946, entitled "The Futre level of German Industry" and outlining policies

to be pursued in the Control Council, was fprwarded through the Civil Affairs

Division to the Department of State, which returned a number of detailed com-

ments through War Departmpnt channels. These ocmments did not affect the basic

I reparations and level-or-industry program set forth in the paper, which was con-

sidered by both the State and War Department to be "a really monumental

achievement.

J./ Letter from •aj Gen J. H. Hilldring, Director, CAD, to Brig Gen W. H. 'raper,
Jr., Assist. Deputy for Resources# OMIUS, I Feb 1946, WDSCA Decimal File 014

Germany, R-122, RB.
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There was onl n oe aspect of the reparations and level-of-industry prob-

10a On which Washington undertook to supplement the December 1945 nomorandun.

This us the question of how much steel-.mking capacity should be left in Ger-

uAnY. On this subject, General Clay wvitesi

"Fixing the level of industry was impossible unless we could
reach an agreement on steel production. I via convinced of the
merits of the Hoover Proposal and was mnzsed to receive a suggeation
from the State Department that 3,500,000 tons would be adequate.
This vould have put the tnited States in favor of a more drastic
progra than any of the other powers. While I did not ascept this
suggestios, it influenoed me considerably to propose figures below
the 7,800,000 tons uhich In the hope of compromise us had settled
on at the desirable capacity."

The compromise level of allowble steel production recommended by General

Clay 'was 5.8 million tons. This figure wan accepted by the State and War

Departments on & basis for negotiating with the British, who were insisting
would

on retaining a capacity of 7.5 million tons and uho&ave preferred nine mil-

lion tons).

At the instAnce of the State Department, OaUS •ve also instructed to

base level-of-industry negotiations on the existing boundaries of Germany

less territory east of the Oder-.Utise Line, notwithstanding the fact that

possible separation of the Sear and the Ruhr would make revisions necessarys.

QA 26 Maxch 1946, the fow occupying powers in the Control Council agreed

on a "Plan for Reparations and Level of Post 1br German ZconomW, N. This plan

left a steel production capacity of 7 million toeo a yoe but provided that

aotul production over 5,800,000 tons In any year would require specific

approval by the Allied Control Council. The level of heavy iamistry as a

:1 J/ Deoision 108. -bl.es, wD to Omus, Clay personal from Hilldring,, WAR 94806
"of2 A 7M61 ON 0GUS to WD, CC 22395 of I OGb, repeatin earlier %G4US sable
to State Dept; CAD Fmorioal File, RG-122, MMB. CM
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whole -us set at abuut 50 to 55% of the 1938 level. A nuber of industries,

such &a synthetic gasoline, rubber and ammonia, bell and taper roller bear-

ings, aluminum and magneuium, etc., Vere to be eliminated altogether. Other

industries, such as basic chemicals, machine tools and heavy engineering,

were to be reduced to 40% or lom of their pro-var capaoity.•/

In the meantime, a delegation administered by the Department of State

had participated in the Inter-Allied Reparation Conference in Paris. This

conference produced the so-called Paris Reparations Agreement of 14 January

1946 which allocated to each country percentage shares of Ge,-nmn reparations

(except those going to the WS And Poland) and which established the Inter-

Allied Reparations Agency to distribute individual items of capital equipment

among the various claimants. An annex to this agreement contained a numnber

of resolutions. At the instance of the State Department, the War Department

on 2 March 1946 cabled to O0GUS instructions to support certain of these res-

olutions and oppose others in dealing with reparations questions in the Con-

trol Council.a/

The plan for reparations and the level of the pqot-war German economy

adopted by the Control Council had been based on the assumption of the eco-

nomic unity of Qermany. On the latter scores, however, the Soviet Representa-

tives took the position that there could not be a pooling of German resources

1/ =ase Years of nratlone, Special Rsport of the Military Governor, Nov.
1948, p. 2; Final mert on Forein Aid, House Report go. 1845, 80th ConCress,
Second Session, p. 1471 Control Council Paper CON,/M(46)9, approval of Level-
of-Industry Plan by Control Council, 3/2E6/46, also paper CC•tC/m(i6)61 of 20 Mrch
1946, flevel-of-Industry Plan and Assumptions on Which It Is Based."
g/ These instructions were contained in Cable WAR 99164 of 2 March 1946, Prom
WAR CAD to 0NGUS, WDSCA 014 Germany and also CAD Numerical File, RF122, EB.
RLSTRICTSD. See Also the Paris Reparations Agreement with Annex, OQcupation
49-64 or po3kJ 976-9w
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until after each sone had achieved a balanced eoony. In )ay 1946, there-

fore, Gueral Clay announced in the Control Council that dismantling for repara-

tions would be suspended in the United States Zone, except for category I War

Plants and advance reparations plants. Shipment of advance reparations plantu

(those allocated prior to the Ivel.-of Industry Agreement) to the Soviet Union

continued, however, until early 1948.

Germn External Asset&

The Potedam Protocol had provided that the Allies would take over all

German external assets not already in United Nations hands, for use in meet-

ing reparation claim. The negotiations for accomplishing this were conducted

largely on government level by the Department of State.

At the insistence of OGUS, the Allied Control Council had established

the German External Property Commission to administer German external assets.

The Department of State undertook an extensive series of negotiations with

Allied and neutral countries concerning the vesting of these assets in the

GEMS. These present an entire administrative case in themselves and it is

not possib2e to deal with this subject extensively in this study.

To illustrate the problems of policy and administration that the external

assets negotiations involved for Military Government, ho'•m there is cited

here a memorandum of 5 February 1946 from the Director of OAD to the Assistant

Secretary of War*

"1. In CM-IN-6413, 28 January, 1946, General Clay states
that the Office of Military Government is "completely at sea"
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regarding the responsibilities of the German External Property
Commission and asks for immediate policy clarification. The
attached letter outlines the elements of confusion in this situ-
ation which have disturbed General Clay and tho War Department.

m2. On the instructions of the President, the insistence
of the State Department, and over the opposition of the British
Government, General Risenhower successully argued in the Con-
trol Council neting of 2 October, 1945 for the adoption of ACC
law No. 5. This law van enmoted on 30 October establishing the
German Exter•al Property Commission as an agency of the Control
Council and placing all rights, titles and interests in German
external assets in the Commission for disposition as directed by
the Control Council.

"3. The War Department has since endeavored to obtain firm
policy guidance from the State Department concerning the functions
of the Commission. because it recognized the importance of deal-
ing with the problem of German external assets in such a way as to
insure coordinated governmental policies towards all foreign gov-
ernments consurned, the War Department has not questioned the course
followed by the State Department up to this time. But three months
have now gone by since the passage of the law and discussions at
intergovernmental diplomatic levels have not clarified the function
or procedures of the Commission.

"5. ... The Commission Lus recently agreed to circulate a note
to the neutrals asserting title to all German oxternal assets includ-
ing German war materials and asks the neutrals to furnish an inventory
of such materials. An official of the State Department (Mr. %=rray,
Chief, Division of Economic Security Controls) now proposes to request
the British and French overnments to instruct their members on the
Politioal Direotorate Lof the Allied Control Councij7 to disapprove
the note and to urge the Commission instead to ask all four govern-
ments to submit the wequest for an inventory to the neutrals through

diplomatic channels. The State Department's proposals appear incon-
sitstent with the terms of the Vesting Decree and the powers of the
Commission thereunder.

"6. Confusion e.xsts also regarding the organization and pro-
cedure of the Commission. On 19 November 1945, .the State Depertment
request the organization of the Commission in two branches...

"7. Attached draft letter for the signature of the Secretary
of War to the Secretary of State sammrises the above development
and urges that immediate guidance be given to the War Department
as to the scope and functions of the GQPK. The latter request
specifio guidance whether this government is prepared to support
the Vesting Decree by the threat of sanctiops against the neutrals
if such a course proves to be necessary. W

/ Ilemorandum (quoted with minor omissions) from Director of CAD to Assist.
See of War, 5 Feb 1946, WDSCA Decimal File 014 Germany, RG-122, DRB.
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SPolicyon external assets continued to be indefinite for mwW months.

Me State Department could, of course, point out that since fil= policy

depeaded on agreement with other allies at a governmental level, it would

have been difficult to be more definite without such agreemnt, he only

other wya to handle the problem would have been to throw it entirely into the

the laps of the Military Governors. It is doubtful whether the British or

the French would have been willing to take this step.

Central Gerian A2enci. -- "efsWts to Overome French Onmosition to Their

It had never been thought that the US Zone of Germany alom could become

self-evporting. US policy was at all times based firmly on the principle of

treating Germny as an economic unit. Ihe civilian supply plans developed by

the War Department under the Presidertial order of 29 July 1945 contemplated

an export-import program for all four smes adopted by the Control Gounoil

and administered by a central German agency.I/

During the autumn of 1945 it was not the Soviet .nion but Vranoe that

obstructed the establishment of central German administrative agencies.

Although such agencies for finance, transport, communications, foreign trade

and industry were specifically provided in the Potsdam Protocol, the French

refused to be bound by this document, to which they were not sigLatories.

After Gen. Clay had reported the French rejection of US proposals for central

administrative agoncies in the Control Council meetings of 22 September and

12 ad 16 October 1945, the War Department cabled him an follows (Quoted in

paraphirase)s

/ Memorandum from Deputy Chief of Staff to Director, CAD, Budget Officer
and Commanding General, ASF, Subject: Procurement and Initial Financing of
the US 'rogram for Germmn, 5 Aug 1945, CAD Decimal File 014 Germany, MB.
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The Departments of State and War agree with you fully that further delay

in carrying out the Berlin Protocol provision to establish central administra-
tive machimery would, in fact, prevent Control Council from fncticning as con-
trolling agency for Germany...

Authorization is granted you therefore to enter into anW arraRgements
within the framework of the Berlin Protocol with the Soviets and British
establishing central administrative machinery for the respective three zones
of occupation. Such arrangement, it should be understood, isibr administra-
tive purposes only with no prejudwmnt intended of the final disposition of
territories within theses $onosjiJ

A principal reason for French obstruction of central German administra-

tive agencies was the desire of France to internationalize the Ruhr and the

Rhireland. Gen Koeltsp the fYen representative on the Control Council, cited

to Gen Clay his instructions from Paris to oppose setting up the Agencies until

the RuBr-Rhineland question had been settled. At the meeting of 3 November

1945 at the State Department, Gen Clay requested that US views on the French

internationalisation proposal be defined. In planning the German level of

industry for reparations purposes, it was necessary to know whether the Ruhr

and Rhineland were to be separated from Germany.

It was explained that the French had been invited to discuss the matter

in Washington, and that the Secretary of State probably would not prejudge

the US position before hearing French arguments. Gen Clay then noted the

Soviet belief that the US and Britain were searetly supporting French obstruc..

tionism, and H. Freew=n Matthews of the State Department admitted that diplo-

matic pressure to treat Germany as a unit had not yet been brought on the

French. As for the alternative of central agencies without the French. Gen

Clay pointed out that the USSR would probably demur until assured regarding

US/UK views on the Rhineland.

/ Cable, CM OUT 77596, WD to OCOUS, 20 Oct 1945, COAC Decimal File 014 Ger-
many, RG-999, WB. CONFIfiN?_AL
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In the discussion which followed, James W. Riddleberg;er of the State

Department commented on Soviet actions that conflicted with Potsdam, such as

inhmnane and unplanned transfers of population, Inter-sonal barriers, oontrol

of the press and development of favored political parties in the Soviet Zone

as well as unilateral land reform and nationalization of industry. Gen Clay

replied that it was not the Soviets who were failing to carry out Potsdam:

They favored the creation of central administrative machinery which the French

continued to veto. There was some merit to their position that inter-zonal

barriers could be removed only after establishment of such machinery. Further-

more, Gen Clay believed that the USSR had gone further than the French in the

introduction of demgqbratio procedures in their zone. Population movements

from the east were caused by the Polish Government, the remedy being not in

the Control Council but on the diplomatic level. In matters such as land

reform, both the Soviet Union and the United States were acting unilaterally

in the absence of quadripartitie agreement.

The entire read of the Control Council, said Gen Clay, showed that the

USSR ws willing to cooperate with other powers in operating Germany as a

single political and economic unit. It had blocked no more than one or two

papers in the Control Council, which could not be said for the other members.

According to the official report of this meeting, "Gen Clay coudtted by stat-

ing the view that our relations with the USSR in the government of Germany.

were of decisive importance in the foreign policy of the United States and

that unless our relations succeeded in working effectively in that laboratory,

our entire foreign policy with respect to Russia would be in Jeopardy. Yfr
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Clayton Lkssistant Secretary of Sta- e expressed fu1 l cernourrence with the

foregoing conclusions. IV

Gen Hilldriag then addressed A memorandum to the Secretary of War recom-

mending that he urge the Secretary of State to furnish guidance on the US posi-

tion on Ruhr-Rhine internationalization and to press the French to agree to

central German administrative services. Secretary of War Patterson took up

the matter with Secretary of State Zaino F. Byrnes at a meeting on 6 November,

following this action with a letter on 21 November 1945. This recommenda-

tion was reinforced by the Byron Price report of 9 November which criticized

French policies in strong terms and urged "use of the full force and prestige

of American diplomatic power" to break the deadlock in the Control Council.

Acting Secretary of State Dean Acheson replied in a letter received in

the I'•r Department on 13 December 1945, in which he reported a series of

meetings with the French delegation, led by M. Couve aeMurville, from 13 to

20 November. Although no definite statement of the American attitude had

been made to M. Couve del-urville, he had been told that the United States

would not agree to any unilateral action changing the Potsdam Agreement. 1he

French Government was presenting its proposal to the British and Soviet Gov-

ernments, after which the Department of State would consult with them and

p.20
i/ .inutes of Meeting at State Department, 3 Nov 1945 as cited in Note 1,/ Co)m-
menting later on US-Soviet relations, Gen Clay wrote: "I have stated elsewhere
that I believe it would have been preferable to establish the central agencies
and try to resolve our d4ifferences within the framework envisaged at Potsdam.
Others do not agree. I have haard Mr. Bohlen comment that the French saved us by

the" early veto actions. Some time later I heard Ambassador Bedell Smith say
tha. at the time we were too nive politically to cope with the Russians in such
a framework. I realise that if we had formed the central administrative agencies
our basic differences would have remained and the same struggle would have occur-
red within this framework." (Decisio, 131)

M/ femorandum from Gen Hilldring to the See of War, Subject; Internationaliza-
tion of the Ruhr-J&hineland, 5 Nov 1945, with handwritten note by Sec Patterson of
7 Nov 1945, VDSCA Decimal File 014 Germany, RG-122, ERB.
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then reach a conclusion on the French Irxoposal. In the meantime, 13llitary

Government had authority to establish central administrative agencies with-

out the French, who had been so informed.1/

Secretary Patterson had written a second letter to the Department of

State on 10 December 1945, supporting Yr. Price's recommendation of energetic

measures to break the deadlock. This letter evidently crossed the letter

from Acting Secretary Acheson. The latter, however, conflicted with the State

Department memorandun forwarded to the theater on 7 December 1945, which had

defined Germany for reparations purposes as the 1937 Reich loes territory

east of the Oder-Neisse line. The more recent statement that no "categorical

answer" on the Ruhr-Rhineland could be given raised doubt as to the firm•ess

of this assumption. Accordingly, on Gen Hilldring's recammendation, Secre-

tary Patterson again wrote the Department of State on 28 December 1945, draw-

ing attention to the apparent conflict and urging again that all possible

pressure be brought on the French. The War Department, he stated, feared that

continuad French refusal to establish central administrative machinery in Ger-

many might cause a breakdown of the Potsdam provisions on treatment of Germany

as an economic unit./

zGONOMIC PROBIZMS OF LARLY 1946

Uncertainty whether and when Germany would be treated as an economic unit

hampered attempts to return to a semblance of economic normalcy during the

first months of 1946. Cases in point involved, typically, questions of for.

eign trade transactions, private investment, food and coel&

* / Laetter .from Acting Soc of State Dean Acheson to the See of War, undated,
received in War Department 13 Dec 1945, WDSCA Decimal File 014 Gerouy EG-122, IIB
S2/ Letter from Sec of War Robert F. Patterson to Acting See of State Dean
Acheson, 28 Dec 1945, WDSCA Decimal File 014 Germany (file date 20 Dec 1945),

SRG-122, IIB
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hesistance to Loopening of• _ Trad - lg

At the outset of the occupation, German exports to the United States had

been admivistered. directly by 111itary Government in Germany and by the US'

Commercial Corporation in &ashington. The latter was a government-owned cor-

poration which purchased the German products and re-sold them to the ultimate

importers.

x•arly in 1946 ONGUS proposed that varous types of transactions be handled

through direct contacts between American and German business men authorized by

a general Treasury license under the Trading MAith the 3'nemy Act ind in conform-

ity with O1MUS policies and directives. On 13 1irch 1946, the War Department

cabled that both it and the Department of State considered this proposal pre-

mature. It was argued that American businessmen might bring pressure for

allocation of raw materials, fuel and transport to specific plants in conflict

"Jith general plans for reactivating the German economy. The main reason, how-

ever, was the belief that direct purchase of goods from Germans by American

businessmen could be arrhnged only in agreement with the other occupying powers

since it would involve establishing an exchange rate ,for the Reichsmark. Further-

more, American businessmen would be interested in products from other zones,

nmg4ng necessary inter-Allied agreement to provide facilities for foreign busi-

businessmen.l/

At the same time, a tight control was retained on German exports to coun-

tries other than United Nations. JCS 1067/6 had prohibited such axports unless

specifically authorized by l,'ashington. On 18 April 1946, S':NCC approved a modi-

fication lifting the prohibition of exports to ex-enemy countries, which would

_/" Cable, ,IAT"CAiD to 0EUS, 'AR 80582 of 13 March 1946, referring to CM.Is 1724
of 8 Feb and 2593 of 12 Jan 1946, CAD NTmierical File, RG-122, DRB. CO'PiDLI TIAL
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still, however, be reported in advance for the information of the eov3rnment.

The rastr. 'tion on exports to neutral countries was continued, but it was

agreed that government approval of such exports from the US Zone would be

granted by the War Department with only telephone concurrence by the State

and Navy Departnents. &ven so, this procedure was ebubersome and hampered

the reactivation of German exports to countries such as Switzerland and

Sweden.I

Moratorium on Foreiga Investnents in Germanv

The Department of State also refused to approve proposals for expansion

of existing investments or creation of new property interests in Germany. Its

reasons, as cabled to OMDTUS on 15 'March 1946 through War Department channels,

were$

"il. Absence Quadripartite Agreement on
(A) Levels of industry,
(B) Designation of industrial capital equipment to remain

in Germany,
(C) Conditicns under which extensions of foreign investments

in Germany will be permitted so as to insure equal oppor-
tunity for all and discourage speculative transactions;

2. Uncertainty as to date reswiption normal economic functioning post-
war p3ace time industry of Germany and present financial disorder in Germany.

The Department of State requested that OI WUS seek Control Council agreement on

a moratorium on new foreign investment in Gernmany. At the same time, the Depart-

ment was preparing a policy to be put in effect after the moratoriun should be

S/ JCS 1067/6, paragraph 41ol ,1.1CO papers of 21 March and 1 April 1946, initi-
ated by JCAC and approved by SWCC on 18 April 1946; JCAC concurrence of 11 May
!1946; JCS approval on 2a May 1946; Gable, WD to USFiT and 0MMUS, 'ARAX 88706 of
21 May 19461 0IGUS JOS 1067 File, MORO. R4STRICT1OD
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termin;ted. fffectuation of this ultimate policy, however, would depend on

quadripartite agreement on the basic outlines of over-all economic policy*

The Soviet Union was not inclined to agree to a prohibition against for-

sign acquisition of interests in Germany. In the Soviet Zone, important

industrial properties had been transferred to direct Soviet ownership in the

form of Soviet Aktiengesellashaften (share corporations). In the US Zone,

however, the moratorium was imposed by means of lilitary Government law No.

53, which prohibited property transfers of the types involved in foreign

investrent.Y/

The 1946 Food Crisis

At no time since the beginning of the occupation had the food situation

i'n Gerrmany been even remotely satisfactory. It had proved possible to meet

the established ration of 1550 calories; but a serious crisis developed early

in 1946.

Both 01-nUS and the Wap Department had recognized that even the 1550-

calorie ration would not support the health of the population over an exten-

ded period, late in 1945, the War Departpent requested the Department of

Agriculture to allocate additional wheat so that the theater commander could,

at his discretion, raise the daily food ration to 2000 calories. This request

was, however, rerused on the ground that the acute world wheat ehorage and

deficits in liberated areas made an increase in War Department allotments impos-

sible. At a neeting of Agriculture, State and Niear Department officials on 18

17 '"able frwii WMR.AD to O1,LUS, WAR 80912 of 15 March 1946, CAD 'lum3rical File,

r/ roperty Control in the US-Occupied Area of Germany, Special Report of tho
:1iitary Governor, July 1949, pp. 24-68.
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January 1946 it was agreed that the Lneral world food shortage miLht pre-

vent the Vilitary Governor from complying with existing directives to avoid

starvation, d.isease and unrest which might endanger ;he occupying fories.

Without prohibiting an increase in rations, the War Departmnnt nevertheless

warned the theater that supplies might not be forthcoming to support an

increase.-

Shortly thereafter, President Tr:uan appointed a committee consisting

of Secretaries of Agriculture and Commerce and the Assistant Secretary of

State to investigate the world food situation and determine what the United

States could do to meet it. This coiunittee reported that only 11 million

tons of wheat were available to meet total world requirements of approxi-

mately 20 million tons.•

'ihe food situation in Germany became worse rather than better. In

February 1946 the available ration began to drop, a movement which continued

until Iay and June, at uahiuh •ime only 1180 calories per day were available

for the normal consumer. Food stocks on hand were further reduced by an emergency

loan from the US and British Zones to the French Zone, made in response to a

French request presented in Washington. By March 1946 there was definite evi-

dence of suffering and economic recovery was paralyzed.•/

The Department of Sdtate proposed that food supplies in the three Western

Zones be equalized, to which OMIUS objected since such a policy would jeopardize

the theater commander's ability to control the situation. The War Department

i_/ Cable, WARCAD to 02PEUS, W:ARX 93672 of 18 January 1946, referring to December
WAR 90945 and Jan Cc 21684 (C!i.-IN 3582), CAD Numerical File, RG-122, DMB.

/ Cable, s CAD to 01,DUS, WAR 99130 of 1 Narch 1946, CAD Nwuerical File, RG-
122, M13. ,WGOPT
,/ Cable, WARCAD to 01I.US, WAPX 96974 of 12 February 1946; also WIACAD to O-GUS,

ý.AR 80107 of 9 1',5rch 1946; CAD Nwcerical File, RG-122, ERB. SCiT. Decision 265-6:c,
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agreed to support this3 objection but st~ated that to sustain its position it'

would be %~beoouto~y etien'tio to lower the feeding level of the United zýtatov

Zonal' rt.0'Wt w" uotifla4 that, there, woW.d be rno incre shipmeant", of wheat

Unt4il t~he next VcOp Vat8 tiJuy 1946. Aiccordinig to a Civil Affaira

Division teiogferenco wit~h the OI42US Food and Agricul-ture Division on 19

-arch, the War Departmairt.had galy 650,000 to 800,000 -tons of waihat for the

firat half of 1946. Prilwi'i had to be given to Jayan, whero~ the. ro tdon was

currently 1050 calorics i'or the normal4 conF-urer and threatened to drop to 471

calorit~ in a&Y.

In a telacoz~rvcti, with~ Assio tait. W~crotary of 'lar Howard C. Petersen

and officials of CAD-and 7the rhiparttnent of State on'20 'Narch, General Clay

expiainid -the levels of shipments necasoary to support rations of 1200, 1313

and 155~0 caloriap in GermanW, point;.ng ou~t that stocks on hand wou)-d covor

only 900 cnliories until' tho ooming harvest, This ration, Cen Clay stated,

was clo~se to nte~rV4tiA* Aseidtar%ý :-66retary Petersen then indicatod the

1onr Depaprtrnnt Ia troublep -in obtainine, iri f oc.x committmonta, as LoS -1 (1;

'Totirticn; I realizo the difficrkltien you 1-%v.v ! .nd I woi)!.lf
li11m to plin) you aowne deflnita aatunranne aa, to wh~fit. 01vi f

Ieyou anu auntai.z through tho im-ports we wi.ll, FIVo yo"], go tlk'lt
yoiu can plan until the ueact ha'Awent. 've havu boon Fif't-r this b
ha~r'o qMidte oe on a c-ab$.nat level, for nniioral weonks,,, i-v
havo TO deM11tte COi~±tAnOntB OUt of- the othelr d,,,par taciýnts of -
ý;rrwi'jnt. The estiliateg of food avallable for export, and tb'i n
of vctrnix3~ Oaimuts before tl~ese oombi-rid food hoamcs, ohif t ,q fonf
(3rj.Ty~ o u tý13 maltter of f~an t, they do no t real11-y have, a proq'awru* I
tfimo you). m:o1v t, there are dlffEoea vlupply end detnand fij;,res; aiýl
thuok far,' the combined food board, wihich in!F a Britinh, Amerivn-i
Canadian. B~wd, h44 not made doafinitive allocation.- for the Ianil
through Zwio loadinig period.. They, arfe on a hand-to--mouth basis,

a-- aleo, 14A12A] -to 7IGE) WAII 80107 of 9 Mra1946; UL AC.,D to 0. W~
l'0W)7 of 16 lbxch 1946; GAD lfizaorica1 File, iA3ý-122, DIRD. JX 1 -0,T

V Telocon, VI)D TT 5900 of 19 .arch 1946, CAD Wumierical F'ile, MG. _I;
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and It Is a constant struegle to got month-by-,Month allocationse.
To show you how bad it is, it is 14%roh 20th today, an2d they have
not finally determined on March allocations; and the month is
two thirds gone."

Gen Clay replied that umless 50,000 tons a month for April-Jim could be allo.

cated, it would be necessary to drop to the 900 calorie level. Ne then

announced that the theater camander uould cable the sume day that this level

of feeding would require additional troops to control the Zone."

The net result of considerable further conferring and cabling, during

which General Clay pointed out that the continuance of the existing 1550-

calorie ration in the Soviet Zone would make Coomwnism look very attractive

to the Cerwans, was a firm allocation of 50.000 tons per month from April to

June. In spite of repeated energetic reproeentations by the War Department,

however, the Department of Agriculture refused to make any oomitments beyond

Jume since the over-all allocating authority, the Combined Food Board, was

awaiting the results of a survey by former President Herbert Hoover.

The tafluence of former President Hoover was decisive in obtaining

incraased food shipments to Gernany. a'cting upon Petersen's recommendation,

Cen Clay visisted Hoover soon after his arrival in Europe. Uhen Hoover eam

to Berlin, he was given a full briefing an the food situation by ONlGI and

German officlalse. This convinced Rr. Hoover that the food shortase in GerLmny

was mor acute than elsoehere in Zuope.l/

it releconferenoe WD-40 5907, 20 Maroh 1946, CAD Numerical File, RG-122, 11W,

C> af Cable, from Petersen personal to Clay, WAR 81490 of 21 .kroh 1946, CCNFI-
DWiIALI Cable, WABOAD to 0NGM, WAR 82185 of 26 March 19461 Teloconference,
Assist. Sec Petersen and Gen Clej, TO 5967 of 27 March 1946, MO'RS Telecom-
ferece, Gen Draper and Gen Schols, WD TC 5963 of 29 kraeh 1946, SU3M?; Cable,
fr•m Fisenhower personal to Magarney, WARX of 3 AYrIl 1946, SW I; CAD NT wri-
cal File, RO.-M2, IRB.
2/ Cable, Petersen personal to Clay, WAR 81490 of 21 MLach 1946, CAD Numerical
File, PG-1221, ERB. CONFIDNTIAL. Decsio 266-67.
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Renewed Controversv Over Aflocation of C=1

Coal also became aa issue In esrly 1946. On 8 I-arch, the French Embassy

presented a note to the State Departmnt complaining that France was not

receiving a sufficient share of tnomeasing German coal production. The French

pointed out that Preside4at 7fruin's directive of JulY 1945 required maximum

coal exports to liberated countries. The 4tate Department was asked to instruct

the US representative cz the Coordinating Camittee in Berlin to comply with the

directive. UUihle it wam the intention ot the Department of State to be guided

by the ceoments of aZUS in dealing with the situation, there was a slight mins-

understanding, causing Gen Clay to Unquir. vhethar Ve Germn coal economy was

to be run from Berlin or tram .hingtc .

The State Department then gave assurancs that no fornal action would be

taken on the German coal problem without prior consultation with 0W1S. A new

coal policy was proposed, allocating coal so that liberated countries would

have 15 percent more coal than the level of consumption in Germany.a/ From

April on, the production and distribution of coal were the subjects of con-

tinuing negotiations on both the military government and diplomatic levels.

The Issue was still unsolved when the second part of the Second Session of

the Council of Foreign Ministers was held in Paris in June and July 1946.

Tha difficulties with food and coal had emphasized the need for unify-

ing the several senes of Germny if aw economlc progress was to be made at

all. t.atters were complicated further when, on 12 March, the British Military

" Cables; WARCAD to O 'LtWAR 8•• 8O of 21 Maroh 1946, SC•CRET; ,.:'GUS from Clay
signed .-.blarney tU, AG.iAR for WARCAD (personal for Echols), CC 2720 of 8 April.
1946, COUFIDmp,. TMAO; CAD Nuoerioal File, RG-122, MDB.
a, Cable, WD to a.02 Clay personal frm Zchols, WAR 85224 or 20 April 1946,
CAD Numerical File, BC- , MB. S']CRUCT

VII - 48

SECW i



SECRET
Governor, Gen Robertson, notified Gen Glay that he desired to terrminate the

pooling of export proceeds from the US and British Zones which had been in

effcts , 2 1• .. • ,5 After some .discussion between the MIilitary Gov-

ernors, the questicn of subsequent pooling arrangements vas referred for nego-

tiation at Covernmental level.w . Furthermore, the failure of the United States

and Britain to bring more effective pressure on the French for establishment of

central Carman agencies had caused an unsatisfactory development of Oerman

public opinion.Z/ It was obvious that the increasing disintegration of Ger-

nany into four separate zones had to be stopped.

STP$ TO.,AD BIZONAL UNIFICATION'

The Possibility of Partial UnifIiation of GemU v is Broached

In April 1946 the Civil Affairs Division, with the concurrence of the

Assistant Secretary of Wmr, prepared a staff study recommnding that the SWNCC

Subcommittee for Surope develop a definite United States policy on the French

demand for special treatment of the Ruhr-Ahineland area, on the establishment

and recognition of central German government, on denasification policy, and on

the length and type of occupation of Germany. In Berlin, Gen Clay began to

consider the possibility of unifying two or three zones of GermanW if all four

powers could not agree; in April 1946 he and Ambaseador Murphy discussed this

I/ Cable, from Oi'0E siRned Clay to AGWOAR for WARCAD, PC 2319 of 31 Yaroh 1946,
.CA Numarical File, Mh•. C'MRT
L/ Staff Study, from CAD (Cen Hil1dring) to S/V via OFD and C/ý, 23 Feb 1946,
Subjects Review of 2bdsting Folicy on Political Diseussions in Germany, WDSCA
Deciml File 014 Germanyl, MB. CC'!.Il).M:tIAL
•/ :taff Stuy from CAD to a1/ via OIDP and C/s, 10 Apri1 19/6, WDSOCA Decim•
File 014 Germany, RG-122, aPl. S&CORT
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possibility with Secretary of State Byrnas, who had arrived in Fris for the

Second ý>sssion of the Council of Foreign Ministers. Gen Clay reports this

conversation a- fXllaws

"1s had told Byrnes chat we believed a merger of our zone
with the British Zone confined to economic matters would not
result in the breakdown of the Allied Contol Authority. We
found Byrnes convinced that the Soviet Government did not
intend to treat Germany as an economic unit and he agreed that
the fusion of our zone with other zones was desirable. He did
not wish to take such a step before he had extended an invitat-
ion to all the oocupync powers in a meeting of the Council of
Foreign Ministers. "Y

Gen Clay saimaed up the situation in Germany in a letter, which he repeated

in somewhat condensed form in a cable on 26 May 1946. He pointed out that the

concept of economic unit agreed at Potsdam was meaningless without the central

administrative agencies which did not yet exist. The zones were still air-

tight territories with almost no free exchange of copmodities, persons and

ideas. There was drastic need for cormon economic and fiscal policies lest

runaway inflation produce paralysis. Without economic unity, the reparations

and level-of-industry plan would have to be revised to avoid economic chaos.

Gen Clay proposed to keep the Ruhr-Rhineland area in Germany, establish-

ing a Rtuhr control authority that would administer the coal and steel industry

in the area. If. however, the Soviets and French would not accept such a solu-

tion, than it was necessary to consider possible economic merger of the British

and United States Zones alone. As Gen Clay pointed outs

"The British and U. S. Zones together could, within a few years
become self-supporting although food would have to be provided dur-
ing this period until industry could be rehabilitated suffioeitly
to provide requisite exports to support food import. hecognizing
fully the political implications of auch a merger it is 'our belief

1/ Decision 165
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that even these implications would not be as serious as the
continuation of the present air-tight zones. If French and
Russian agreement to these basic principl~s cannot be obtained,
we would recommend strongly that the British be approached to
determine their willingness to ocmbine their zone of occupa-
tion with ours. If the British are willing for this merger to
be accomplished, the French and Russian representative should
be advised that it is our proposal to effect this merger before
winter, even though we would much prefer to obtain Allied unity
ir the treatment of Germany as a whole.1/

Continued negotiations with the French on central German agencies had

produced no substantial results. On 17 April 1946, H. Freeman Matthews,

Director of the State Departaent's Office of Suropean Affairs, reported the

course of these negotiations to Assistant Secretary of War Petersen ans

follows:

"On February 1, 1946 the Secretary of State sent a personal
message to Mr,. Bidault, the French Minister of Foreign Affairs,
asking that the French Government reconsider its attitude on this
question. Fr. Bidault replied on Miarch 2, reiterating the French
areunnts but indicating his willingness to examine the establish-
ment of German technical administrations under the Control Council.
This exchange of messages was made public on March 9 and is no
doubt available to the War Department.

On March 12, 1946f the French Ambassador informed the Depart-
ment thett, as a result, of the Byrnes-Bidault exchange of messages,
the two Governments seemed to be coming close together on the ques-
tion of German agencies. Subsequently the French Embassy suggested
that the French Gover mmnt was approaching our view of this matter
but would like to refer to the central agencies as "services corn-
nuns". ihe Department iadioated that it saw no objection to this
title, provided that the suostanoe of the Potsdam decision vas
retained.

The French Government has recently requested that the American
Governm.nt review the question of the French Zone In Germany and
make certain adjusUients that the French desire, particularly in
the province of Baden. It is anticipated that the Department of
"Ltata, in concurrence with the War and Navy Departments, will shortly
reply in the negative to this request but will indicate its willing-
ness to take the matter up again once central agenciis have been
.3stablished and are operating in Germany.

C/ Uable, CC 5797 from O1{IS to War Department, quoted with slight deletions in

V:. Decision 73-78.
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It should also be stated that in connection with the French

desire to obtain p~rmanent occupation of the Saar, this Govern-ment had indicated its willinguess to support the French desire
in this regard, provided it will agree to -he early establish-
ment of centr'al Ger~man agenoies."

11atthews added that further pressure would be brought to bear on the French

in the course of economic and financial negotiations. US economic assistance,

for instance, as well as the amount of coal which France could expect from Cer-

maw, were intimately linked with the problem of central Oerman agencies. To

the French suggestion of a four-power conference on central German agencies and

the Rhinelamd-Ituhr qiastion, the Secretary of State had replied that he was will-

ing to discuss German problems in the forthcoming meeting of the Council of

Foreign Ministers after disposition of the draft treaties [with the satellite

countrie.7.

Major Gen Oliver P. Lohols, the new Director of the Civil Affairs Divi-

Sion following Gen Hilidring's transfer to the State Department, cabled iktthews'

nessage in its entirety to Can Clay. He added the suggestion "that if possible

you go to Paris and discuss with Sec Byrnes and Yr. Matthews the progressive

deterioration of quadripartite relations in Berlin and urge upon them the

necessity for an immediate solution of this problem. a/

Gen Clay proceded to Paris, accozsjanied by Ambassador ..urphy. Secretary

Byrnes explained to Gen Clay that he had introduced in the CFIK a proposal for

four-power cooperation to keep Germany denilitarized for 25 years, but had

obtained no support from Nolotov for this project. Gen. Clay describes the

discussion of the conference on Germany as follows-

i/ Latter from H. Freeman Yatthewu, Director Office of Luropean Affairs to As
See of War Petersen, 17 April 1946, WDWA Decimal File 014 Cieruare, RG-122, D1J3
SS.CRET
2/ Cable, WD to OMDUS, for Clay personal from i9chols, WAR 85764 on 24 April 46,
CAD Numerical File,, RCGW2t, MB. SECRET
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"I attended the iky 15 meeting in Iuembourg Palace and sat with

the American delegation a' the conference table. On that day Foreign
linister Georges Bidault nade it clear that the French Govermnt
required consideratico and solution of the problems of the Ruhr, the
Rhineland, and the Saar in the interest of security before it would
consent to the establispent of central agencies in Germn. He stated
that the Ruhr should be under international political and economic
control, the left bank of the Rhine should be garrisoned permanently
by Allied troops, German territory west of the Rhine should be made
into a separate province, and the Saa territory should be integrated
economically but not politically with France.

"Bevin expressed willingness to consider the French proposals,
although he was not favorable to the political severance of the Ruhr
from Germany. i1olotov was noncommittal. Byrnes then proposed the
immediate appointment of special deputies to consider questions of
urgency before the June 15 meeting of the Council. Molotov evaded the
issue and charged the British with secrecy in their Ruhr operations.
Byrnen suggested that five questions be placed before the deputies:

1. What is to be done with the Ruhr and the Rhineland?
2. Are the resources left to Germany to be made available

for Germany as a whole, and for axports to pay for
essential imports?

3. Can agreed prriaedures be reached to effect economic
unit in the next ninety days?

4. Can tonal boundaries be accepted only as delineating
occupation areas?

5. Can tentative agreements be reached on the western
boundary?

"After much fruitless discussion in two separate sessions it was
evident that Iolotov was not prapared to appoint special deputies to
consider these questions or any questions concerning Germany. The Coun-
cil adjourned on May 16 and the German problem was carried over to the
June meetings

"While nothing specific had developed, the discussions on Germany
had proved valuable in indicating why agreement in Berlin to carry out
the Potsdam Protocol had been so difficult. It attendance at the con-
ference had given me the opportunity to explain to Byrnes the economic
consequences which were already resulting from the severance of Germany
into four independently operated areas, and to discuss these consequ-
ences with Connally and Vandenberg. "/
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Intensified Planning in WaRhiAgton and the Theater

Between the first and second parts of the Second Session of the CFM0 both

Washington and the theater reviewed intensively all phases of occupation policy.

The War Department prepared for possible Introduction in SWNCC a series of short-

range and long-range policy studies on matters ouch as reparations, political

structure, treatment of Gernw as an economic unit and disposition of the Ruhr

and the Rhineland. OMUS was requested to contribute its views on these and

other subjects for incorporation in the War Department papers.?/

General Clay's views were embodied in his cable 00-5797 of 26 A~y 1946,

cited above, which is reprinted almost in its entirety on page 73-78 of his

Decision in Gernmr. This cable was supplemented by special reports on "Cen-

tral German Agencies" and "'ntral German Government" which Gen Clay sent by air

courier to Washington.

On 11 June Clay, at the suggestion of his governmental advisqrs, sent a cablo

suggesting the need for "the closest possible liaison and coordination between Wadhi

ington and Berlin" on planning related to German governmental structure. At the

same tine he requested information on the organization for such planning in V

ingon and studies and programs that might be under way. In Berlin, Gen Clay

explained, planning was conducted and coordinated by the Interdivisional GoImnII'.!.t

on German Governmental Structure under the chairmanship of the 0MGUS Civil AdrV,

stration Division with representatives of the Political Affairs, Legal, Public

Finance and Economics Divisions and the Regional Government Coordinating Of'f.cr..

This C(omittee was also analyzing the draft land constitutions, studying probl:_••:

1/ Cable, AGWAR signed WARCOS to USFET (Main), action transferred to OMJUS, 1.1-
8"17 of 23 )fty 1946 OMUS TS Control 337 Council Foreign hi'nisters, KORC. •-•Cf.

(downgraded from T81.
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of a future German federal government and working on German governmental struo-

twe for various possible zonal consolidations*"'

Assistant Secretary of State Hilldring commented to Gen Behols: "Mhe Depart-

meat of State, I need hardly tell you, is in entire aggreement with Gen Clay and

seen great advantage in exchanging views at the working level**m Gen HADiirig

enclosed two State Department research papers and promised to enWd nor.* Unfor-

tunately the coocrdination between the State Department and OG4UI was allowed to

lapse almocst Immdiatelyp and the two agencies retiatned to their separate vayvs.

The War Dep!tfleA~t' rec., ndation on the Ruhr-Rlhineland problem was made

in a letter from Secretary Patterson to the Secretary of State on 1.1 June 19,46.

Because of the military potential of the Ruer-Jehineland industrial concentrations

Patterson indicated, the area "Should not be left under unrestrioted control of

Germany, Russia or France (or of all three) for a considerable onuber of years."

To achieve the political and economic stability in indope required for the

security of the United States, the Ruhr-Rhineland area would have to remain In

Germany and play its part in the production and exchange of wealth. Ihe) problem

was to demil~itarize the area while restoring its function in the peaceful economyr

of Germany and of Zurope. Secretary Patterson suggested control arrangemeneib

that later could be transferred from the occupying powers to an appropriate United

Nations agency and that would also permit, on evidence of CermsMyIn future peaceful

intentions, a larger degree of German control.

Economic progress in Gernmnyg Secretary Patterson conacludted, depended an "ITv-

ing the questions of central Geran agencies and of the Ruhr anl Rhineland. Unless

~/Cable, OMUS to WD, C0 6734 of131 June 1946, repeated in WAR 91A6Oofl25 June 46,,
CAD Nfumeric~al File, RG-122# MBW. SECRET to j nOlerPBhlDiet C,
i iAtter from Asat Sea of Stat Hidring to
1.3 irm.19460, WDSGA DeOlual File 014 Germany. oaB
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four-power agreement on these could soon be reached* greater integration between

the United States and British Zones should be explored. The Sawr however, did

not seem to offer the same security problems as did tUw Ruhr-ihine.andj "any set-

tlement of the Saar problem which you consider appropriate would be acceptable t£.,

the War Department." 1/

The Ruhr-Rhineland -policy subsequsenfly adopted by the Department of State and

ultimately put into effect with the creation of the International Authority for

thle h-,'_ in 19479 followed closely the recommendations of Gen Clay and Secretary

Patterson. It was decided to s&crifice the Sear to France with the hope that the

French, in return, would agree to establishment of German central agencies. On

13 June 1946 Gen Clay was notified that the Secretary of State had accepted as

the official view-of the United States Lxver. ent, for presentation to the Council

of Foreign Ministers, a large part o! his reconuendations as contained in CC5797. 2/

And on 29 June 1946 the War Department cabled governmental approval, in general

termas, of the plan for central German agencies that had been submitted by OMOUS.

The Offer to Merge Zones Economically is Made and Accepted by the British

On 11 July 1946 at the reconvened Second Session'of the Council of Foreign

Ministers, Secretary Byrnes made an extensive statement on US occupation policy,

with particular emphasis on the problem of economic unity, The United States hop Wd

that central administrative agencies could be established for all zones* But if

1a/Letter from Sec of War Robert P. Patterson to the Sec of Statq (prepared by
anRusk), 11 June 1946, OPD Decimal File 091 Germany, RM-US, IRB. CONFIDENTIAL

g/Cable from WeSCA to OMbDUS personal for Clay and McNarney, WARX 91139 of 13 June
1946, CAD Numertcal File, R0-122, DRB. SECRET This cable requests Gen Clay not to
discuss CC 5797 in a Press Conference, since the Sec of State feared that such pre-
vious discussion might reduce the force of his recommendations when presented in
the CFM. This cable also informs Gen Cla7 that Sec Byrnes will probably ask him
to come to Paris during the German discussions in the CFM.
2/ Cable, IE8CA to COUS, WARX 93082 of 29 June 1946, CAD Numerical File, 1G-122
EDM. SECRET This cable notes tkat coments may be forthcoming on intergovern-
mental relationships and that a study is being prepared in Washington on possible
constitutional provisions for a federal German government.
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this should Irane Impossibles then the Unitad ,States; was prepared to a~daister"

i! ts sone in conjuntion with any on or more o h te ce sa cno

.1 unit. Any arranynts for this prpose made with one go nt would be apen

on equal term to the overnente of the other non at a ti they at~t be

prepared to participate. The British indicated they would ocnLider the proposals

idwth which they hoped to agree. Neither the Soviets nor the lre~@h expressed any
v•.ew.l/

On 18 July 1946 cabled instructions were sent to Gen Clay to introduce the

proposal for eonomic unification of two or more zones in the Control Council.

These instructions provided that economic unification would be acoompanied by

establishment, for the sones concerned", of administrative agencies as provided

for the Potedam Protocol. If the offer should not be accepted by all represents-

tires, the Mlitary Governor was authorised and requested to cownence negotations

at once with the occupation authorities of one or more other moues. So far as the

French smone was concerned, the Saar Territory could be excluded from the imifioa-

tion. Finally, the O1MUS plan for central German agencies, which had been approved

tn Wasshigton, could be used for agencies established on a bisonal or trisonal

basis.

Gen Whlarnoey the United States Military Governor, extended the invitation as

directed at the Control Council's meeting of 20 July 1946. At the following meet-

ing on 30 July, Gen Robertson accepted the invitation on behalf of the British.

There followed rapidly the establishment of bipartite and bismcal agencies as

described in the following ohapter.

/ zxoarpts frau radio report by Sec Byrnes, 15 July 1946, Dept of State 1ulletin

of 28 July 1946, reprinted in 2juat 223-241 Cable, from 1JDCSA to 0)Ct3 personal
f for McNeney and Clays, WAZX 94860 of 18 July 1946, CAD kaerical File, RG-122p, MW.
SCRAT. A paraphrase of this cable has been published in Do gisg 165-68.

Cabl WAR 94860, as citedin precedin gnote

Vii

' SECRET



"It was apparently the expeotatiou• " Department of State that the French,

having received their guiJ.j-jJj, would now participate in interon4x unification

of Germsy. Secretary Byrnes, in his radio report of 15 July 1946, said:

"The French Government, which bad previously opposed the establish-
ment of central administrative agencies, indicated their willingness to
accept oc proposal wben we suggested that the Saar be excluded from the
jurisdiction of these agencies. The Bitish agreed."

Actually, Foreign Minister Bidault had proposed the establishment of central Allied

agencies, a plan that the French delegation in the Control Council had introduced

before and that Gen Clay had rejected as "a precedent for ... quadripartite govern-

ment so that sonal boundaries would crystallize into national boundaries..A/

Informal talks in Berlin indicated no change in French policy. At the Control

Council meeting of 10 August, the French delegate presented a detailed proposal for

Allied agencies with vaguely defined powers. This proposal was rejected flatly by

the other three occupying powers. In the meantime, the French shifted the focus

of their argument from the economic status of the Sear, which had been conceded, to

the alleged unreliability of the Germans in general. As the French deputy explained

at the Control Council meeting of 29 August 1946:

"... the French Delegation considered that the time was not
yet ripe for giving the Germans the entire responsibility for the
functioning of the central administrative agencies to be organized
for the implementation of the principle of economic unity. The
Allies had their own policy, and the Germans would undoubtedly try
to employ a different one ... The experience of the German occupa-
tion in France had permitted them to draw the conclusion that it
was possible to deceive the most vigilant supervision by giving
inaccurate bases fdr judgment to those who were carrying out the
supervision. "I/

SCable, O0CUS from Clay aigned ý*Narney to AGWAR for WARCAD, CC 2626 of 5 April
1946, CAD Numerical File, RG-I2Z, MB. SECRET
J/ Cable, from OMDUS signed Clay to WD for WARCAD personal for Lchols, CC 9232 of
18 July 1946, CAD Numerical File, RG-122, WE. S1CRST; Control Council papers:
CONL/M(46)21, Appendices "A" and "B"i CONWP(46)59, Appendices "A" and "I'".
./ Control Council Paper CONL/P(46)59, Appendix "3B.
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Relations with the French weea further ruffled by US rejtion of a French

request that larlarube be transferred from the US to the French Zone. This pro-

posal wa to mapper in vario.r forms throughout the occupation. It we a&wqs

rejected flatly by US military authorities, and Washington followed their

R3STLTZMENT OF UNITZD STATES OCCUPATION POLIC!

Although &•isg th. fall of 1945 consideration had been given to revising

JOS 1067/6, nothing had core of this project. In January 1946, CMGUS had agreed

specifically to a policy of peacemeal and informal amendmnt.2/ The shifts in

the general political situations howeverp made a formal restatment of United

States policy increasingly necessary.

Policy )ekina in the Deartlant of State

Upon establiihment of firm Allied control over GerziM'y the determination of

occupation policy became a province of the Department of State except for specifi-

oally military questions, in whioh the War Department retained a voice. To

strengthen the effectiveness of polioy fox'tion and transmission in the State

Departments there was stabliahed, as of 8 April 1946f an Assistant Secretary of

State for Oooutmd Areas. To this position was appointed Gen John He NlUdring,

• Cableso WA 94172' of .1 July 1946 from WAR0C8 to C•IMINUSFET IWafr GUS
5-7639 of 19 July 1946 from 00 USFET signed Molarney to WD for WAlaCoS CAD Nuer-
ical File, RG-22 MD. SSCMT

G/ Cable, OSU0 to WD, CC 21169 of 4 Jan 1946, CAD N•uerical File, RG-=29, RD.B
SE EM
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until. then the Director of the Civil Affairs Division of the War Department. Gen

HiUdzring brought with him a number of assistants from the GAD*

* According to the official description of Gen Hi31dring'u functions in the

* Dspartment of State., he was "in no sense responsible for the moking of policy.

It is bin buslinehst coordinate a&l State Department pol.icy in regard to occupa-

tion matter." Policy emanated from the various geographic and functional desks,

being coordinated by two seoretariats responsible to Assistant Secretary I'ildring.

These were the Germaoy-Aust~ria Secretariat and the Japan-Korea Secretariat*1

Nevertheless, as Gan Huidring hinseif admitted, he wan more than a more

coordinator. Both Sea Byrnes and his succemsor Gen George C. Varshe.3. held Hill-

dring ultinately responsible for occupation policy fina~lly adopted. Gen Hilidring

sometimes disagreed with the policies suggested by the geographical or functional

desks, in which case the matter was negotiated until an agreement was reached.

As Assistant Secretary of State,, Gen Hi~ldring had also assumed the chairmanship of

the State-War-Navy Coordinating Committee.

An of June 1946, the SW~NCC -'renu "political problems, U which the War

Department had introduced on 10 April, was still1 pending. The Stat. Department,

however, obviously' had its hands full with current diplomatic negotiations aff'ea-

ting Germany, and word was maaissd round in the War Department not to press to

urr,-ently f or paoliy decihions.2

~/American Policy in Occupied Areas, 'Washington, Department of State, 1947, p. 5
2/ Letter, from Gen John H, Hifldring to Mr. Del. Noble of~ the Brookings Institutior,
29 Nov 1950, 001'fH "Weinberg Files",. h e fWrDa uk oAss e e~r~n
I/ Memorandum from Special esatist tothSeof'aDanRstoAitSe tcs-,
13 Jimne 1946 and from Deaw Rusk to Maj Gen 0. P. lachols, Director, CAD, 14 June 1946,
WDSCA Decimal File 014 Germany, RG-122,, DEB. SECES~T
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Pon" Ct=, r, heen Wa.shington and Belitn

MLJh. Secretary of State Byrne as in Paris in July 1946, Gen Clay urged

him to aske an early public statement of United States policy that would counter-

act Communist propaganda. It wa sapeed that Secretaxy 'rnse would mask his

speech on 6 September In the Germu city of Stuttgart to a mind Geruan and

American awnnose.

After Secretary 1Brne. had returned to Washington, Gen Clay sent to the Civil

Affairs Division his own eowry of United States policy and objeotives in Germany.

His covering letter explained that JCS 1067/6 and Potsdam were too bulky and legal-

istic and had been modified b' interpretation, and that a sumarised policy state-

meant was needed for military gover~mnt personnel and the public. Occupied Germany

was busily disoussing the Mclotov statement delivered at the 7l4, while US Military

Government people had no ready-up-to-date suizry of policy or objectives to use in

discussions with Germans. Gen Achols we requested to clear the statement with the

Department of State and cable back any changes required by Washington.

Geo Olay's sumary we forwarded on 26 July to Gen Hilidring, who replied on

1 August that, while he had read the statement with "the greatest interest and

admiration," the Department of State was working on the sawe problem. A cow-prehen-

sive srvey of policy was being prepared for use in the projected discussion of the

Couonil of Foreign Ministers (to meet in New York in November 1946). General

If Correspondence File on United States policy in Germany containing letter from
Gen Clay to Gen Zohole, enclosing tumaxy, 19 July 19461 letter f ram Gen Schulgen,
Acting Chief, CAD to Gen H•Llldring, 26 July" 1946; mamorandum from Qen Sohulgen to
Assist Sec of War, 26 July 1946, latter from Gen Htlldring to Gen Bchols# 1 August
19461 Letter from Assist Sao of War Petersen to Gen Clay, 5 Aug 1946; WDSCA Decimal
File 014 Germmny, PR.1, DB.
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Hilldring'a message we forwarded to Gen Clay by cable on 5 August with a redori-

mondation that he should delay issuing his smary until the State Deparmnt's

views had been mad. known to him. On the sane day, Assistant Seoretary of War

Petersen vrote to Clay ocplJimnting him an the statemsnt but indicating that,

booesuse of Its broad inpldcatiocm, such a stat4emnt should *ome from the Seors-

tary Of State. Gen Clay's paper would be of great value in preparing the policy

statement, which, it was hoped, would not be too long/

Gen Clay's reply to the cable of 5 August wa:

"... Since we are and have been operating under or eumery of
policy we mast indeed be drifting if it does not in fact sumes io
our polioy. It ocntaine nothing exoept perhaps our stand on Ruhr
and Bbineaud whioh has not been published before. I did not send
it back to obtain a revised policy but as the statement of policy
under which we are operating now. We are really in a mesa if we
are unable without days of delay to give a summarised statemnt of
policy to ow' own people or if we are operating atvariance with
United States policy. Unless instructed otherwise I propose to
issue to Mil Govt personnel in one week as they have been promised
such a siIn•ryqtherwiue I can only tell that we don't know what
our policy ise.

In the meantime, the Department of State had establi shed a temporary occupa-

tion policy conmittee under the direction of Cen Hilldr'ing consisting of Riddle-

berger as chairman, and Masono, Galraith and Leveriok. The committee members erern

relieved of all other duties pending completion of their report, which was due on

15 September 19,6. It was proposed that the committee would work in Washington

until 16 August and then proceed to Berlin for two weeks of discussion of the

•/ Cable, WDSCA to O4GUS, Clay personal fom Schulgen, WAR 96554 of 5 Aug 1946, CAD
Numerical File, RG-122, MrB, SECRET; letter, from Assist. Sect of War Howard C.
Peterson to Lt. Gen Lucius D. Clay, 5 Aug 1946, CAD Decimal File 014 Germany, RG-3.&2,
DRB.
j/ Cable, ONGUS to War Department, CC 1378 of 7 Aug 1946, CAD Numerical File,
RG-122, DRB. CONFIDENTIAL
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jroposed comprehensive policy statement which the committee was expected to write.

This news uas cabled by the State Deawrtment on 7 August 1946, together with an

outline of the proposed policy statement. Although Gen Clay presumably received

this cable from Ambassador MkrIpy, he did not receive the same message through War

Department obshans until 12. August 1946.1/

As has been mentioned before, Gen Clay had definite feelings about what'

appeared to be instuctions when sent through State Department channels and pre-

sented to hil by his political advisor. Even before the War Department meMsae

confirming the proposed visit of the oittee had reached him, he received another

cable from the War Department stating tbAt although both the State and War Depart-

ments apraaiated hi. need for a clear, sumriMed American statement and conaeli-

ered his sumaury effective and accurate, there ware, nevertheless certain parts

which are difficult for this goverment to approve at this tlm.- These involved
subjects on which definite US policy had not yet been determined such as establish-

ment of German provisie-Mal goverment and eventual ademision of Gervmq to the

United Nations, as wael as o3tatements an which present policy was being cfasidered

for possible revision. In the latter category were questions of German frontiers

and possible economic internationalisation of the Rhlineand-Ruhr region. "In these

circumstances" continued the cable, "we are fearful that isuianoe now of your su-

mary statement might comit this government in a manner ace binding than is desir-

able...N It was not intended to imply that Mlitary Goverment had been operating

at varLac=e with US policy, but the statement would give publicity to certain ele-

ments of that policy not finally determinedoor currently under reviev. At the sams

1/ State Dept Cable from Acting See to USOLAD Berlin, 7 Avg 1946; Cable, WD to
01,015, 97164 of 12 Avg 1946t IMA Decimal File 014 Germwq, R0--12, W. CONFIDENTIAL
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time, deletions might imply changes that were not in fact intended. The cable con-

cluded: "Therefore, you are requested to defer the issuance of policy statement

until firm US policy is determined.IJ

To this, Gen Clay replied that OVUS would be very glad to present a written

recommendation on policy, but that it was not prepared to discuss recommendations

on policy peacemeal with the committee. Such discussions, he believed, could only

lead to misunderstanding and to misinterpretation of theater views. If theater

reconmendations were desired, a summarized statement would be sent to Washington

before the visit of the committee. If, on the other hand, a recommended policy

was not desired from Military Government, then the visit of the committee also

appeared unnecessary. This message was shown to Gen Hilldring, who suggested

that if Gen Clay preferred he could prepare his own draft for the discussion,

which might take place in Washington rather than Berlin. The War Department

added that it would welcome a comprehensive statement from Gen Clay in any case.2-/

There was a further exchange of letters and telegrams, in the course of which

Gen Clay made it clear that OMGUS had not undertaken to recommend policy but had

simply set down on paper its understanding of existing policy. After a discussion

with Secretary Byrnes in Paris on 18 August, however, Gen Clay agreed to receive

the State Department's policy committee, which arrived in Berlin on 26 August

19)46.2/

I/ Cable, WDCA to OMGUS personal for Clay, WAR 97164 of 12 Aug 1946, WDSCA Deci-
mal File 014 Germany, RG-122, DRB. SECR
e2' Cables; OMGUIS signed Clay to WD for WDSCA, CC 1731 of 13 Aug 1946; WDSCA GO to
OIGUS, Clay personal from Schulgen, WAR 97486 of 14 Aug 1946j WI1CA GO to OlGUS, WAR
97717 of 16 Aug 1946, CAD Numerical File, RG 122, DRB. SECRET

Letter, Gen Clay to Sec Patterson, 16 Aug 1946; Cables: 0MUS signed Clay to
for WDSCA, CC 2060 of 19 Aug 1946; OMOUTS signed Clay to 1VD for WDSCA, CC 2183

of 20 Aug 1946;.U 1CA 00 to OMOUS personal for Clay, WAR 98253 of 22 Aug 1946; CAD
Decimal File 014 Germany, HG-122, IB. SECREL
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Secretary gyrnes' Stuttgart Spech

Neither Gen lay'. suomary of 19 July nor the draft developed by the State

Department committee ever saw the light as an official policy statement. The

majority of the principles contained in Gen Clay's smmnary, however, found their

way with very little change in content and often in Gen Clay's own words into the

speech that Secretary of State Brnes delivered at Stuttgart on 6 September 1946.

The content of Secretary Byrnes Stuttgart speech will not be discussed in

detail here; the speech itself is easily available.l/ As the present study is

concerned with sources of policy, however, a comparison wiLl be made between the

main points in the speech and the parallel provisions of Gen Clay's summry.

The first major point made by Secretary Byrnes at Stuttgart was that the

United States was fully coitted to executing the Potsdam Ageement on demili-

tarization and reparations. This, however, would be possible oily if the rest

of the Potsdam Agreement were likewise put into effect, namely the treatmsnt of

--r--- -- as &u-----n-mic uimt with a talanced economy. The Secretary explained at

soas length the need for treating Germany as a unit and the US principle that zones

should exist for security purposes only and not as self-contained economic or

political units. Secretary Byrnes' remarks on both subjects were essentially an

amplification of Gen Clay's summary, *1th no change in effective meaning. The

Secretary's further statement teat "if complete unification cannot be secured, we

shall do everything in our power to secure the mximu possible unificationto

reflected a policy that had been recommended by Gen Clay but had not been repeated

officiaLly to Military Gover=ment when the sumary was written.

]/ The original publication was in the Department of State Bulletin of 15 Sept 1946,
pp. 496-50M also Dept of State Publication 2616, European Series 13. ExtensiveSexcerpts appear in Decade, 522-527, Excerpts arranged by subject matter appear in
.Occu'tIZon of Germnaw, Policy and Progreso,. 1945A6 Washington# Department of State,,

S~August 1947.
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The explanation given by Secretary Byrnes on the need for the various German

central agencies was an expansion of Gen Clay's statement. The paragraph on finan-

cial policy is practically as Can Clay wrote it. The sections of Secretary Byrnes'

speech on the steps toward establishment of a German central government and the

nature of that goverment follow closely Gen Clay's proposal. The only significant

di Terence in this section is that where Gen Clay listed seven "Minimum essentials

of democracy," the Secretary merely indicated that the Allies would "lay down the

rules under which German democracy can govern itself." Un the subject of future

levels of industry, Secretary Byrnes was not quite as specific as CGn Clay in

distinguishing interim from long-term policy.

The only significant difference in content between the summary and the speech

was on the question of German eastern boundaries. While Gen Clay's draft was

apparently based on the belief that the United States would support a final Polish-

German border following in general the provisional boundary, Secretary Byrnes nsde

it quite plain that the United States did not consider itself committed to this

frontier, which had been established for administrative purposes only.

As Gen Clay points out, Secretary Byrnes visited him in Berlin, where the
V A

Secretary and the Gen reviewed the speech prior to delivery. After the spec,

Gen Clay remarked to ono of his adviserst "At least we have a workable policy

for Germany..

/ Decision. 79-81.
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Chapter 8

MAJOR POLICIES OF THE BIZONAL PERIOD

THE STUTTGART SPEECH LEADS TO RECONSIDERATION OF BASIC POLICY

The speech made by Secretary Byrnes at Stuttgart on 6 September

1946 was a turning point in American occupation policy. It was more

than an interpretation of JCS 1067/6s it was an outright departure

from that document. This was recognized in the War Department. At

the next meeting of SWNCC, Assistant Secretary Howard C. Petersen

reconmended immediate revision of JCS 1067/6 which, he pointed out,

had been superseded by Potsdam, the Stuttgart speech, and various

amendments to JCS 1067/6 itself. Although Gen Hilldring questioned

the need for immediate revision, since forthcoming discussions in the

Council of Foreign Ministers might produce further changes in any case,

Gen Clay was quoted as favoring amendment, and it was agreed that the
Assistant Secretary of War would ask for his views. The following

cable was sent:

"SWNCC considering revision JCS 1067 series with object combiningin one document 1067, as changed by Potsdam, subsequent amendments,BZmnes' Stuttgart sgeech and a currenty recommended roposals forhange. Considerable opinion here that directive shoulc be positivein character and include full statement of US policy sufficientlybroad to cover all Operational requirements. Your Views would beH appreciated, ,1

1. CAD Report of Action at 48th Meeting, SWNCC, Ui Sept 46 by Daniel
Co* Faheyr, Chief Planning Branch ICDeiaFle3hSCC•J Cale WD, Go-,.• to USFET fnt'o OM•US W1R 80338 of 13 Sept49s CAD Numerical File, RG 12k, DRB. CON'DDTIAL3 P
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This cable brought an immediate and enthusiaAic response from OM3US.

As Henry Parkman, the Director of OMGUIS Civil Administration Division,

commented$ the iniative taken by Washington "opens up a real opportunity

for this head&qartere to advance definite views with respect to a revision

of JCS 1067." Parkman urged that the revision emphasize positive policy,

using Byrnes' Stuttgart speech as far as it went: a draft of npcessary A

additional provisions could be provided by OUS. 1

Oen Clay's reply to the War Department agreed that the JCS 1067

series should be revised into a new policy statement of positive charac-

ter. It should be short and concise without attempting to cover all

operational requirements. Clay suggested that the Stuttgart speech serve

as a basis for the new directive. His own views had been expressed in

his policy seunar of 19 July, except as certain statements, particularly

on boundaries, had been clarified by the Secretary's speech.

Gen Clay went on to suggest that the bsasic dir ctive be a short

policy statement en general principles which could be furnished to mili-

tary government personnul. A second but separate statement could give\A

the juqtification for US policy. If each paragraph in the policy stato.-

ment #ore numberad, implemnting directivoe could be issued in erlos for

each subject. Then detailed interpretation of policy could be modified

by subordinate directives without change in- the basic document. Finally,

the diractive--hould cover certain nubjnats not mentioned by Secretary

l. Memo, Brig Oen Henry Parkman, Director of 0T3T Civil Administration
DivLsion, to 040US Chief of Staff 16 Sept h6 , OtaiJ JOs 1067 File,
KCIR. RMTR1CTFJ) (downgraded from CONFIDENTIAL)
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Byrnes at Stuttgart such as external assets, internal restitution, free-

dom of speech, press and radio, uniform tretatment for German agriculture,

trials of war criminals, breakup of excessive economic concentrations,

relaxation of restrictions limiting external trade, amd redistribution

of land to aid resettlement of expellees. If desired, OICUS would gladly

send representatives to Washington to express its views.I

The importance of the Stuttgart speech in pointing a new direction

in American policy was underlined in the instructions provided by the

State Department for military government information media in Germany.

While these uguidances" sent out from time to time were not themselves

policy statements, they were interpretations that affected the imple-

mentation of policy within the theater. They were used by the OMGUS

Information Control Division in reviewing public statements to be mndn

by Military Government officials, and they also formed the basis of ecdi.-

torials in the Neue Zeitung and OMGUS radio commentaries from which mnxw

Germans drew conclusions as to the intentions of military government,.

The guidance cabled on 17 September 1946 indicated that the Stuttgi•x;t

speech was a "key document of US policy" and that it was essential thn;t

the German people understand it. The essence of the "United States pro-

gram for Germany's rehabilitation" was summed up as follows:

"a. On economic side, US holds that prevailing hardships aro esson-
tially inevitable consequence of policies of Nazi regime and its defeLt,
But we want to see these hardships lessened (rather than aggravated or

1. Cable, OMGUS signed Clay to WD for WISCA, CC 3769 of 16 Sept 46,
CAD Numerical File, RG 122, DRB. CONFIDENTIAL
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Byrnes at Stuttgart such as external assets, internal restitution, free-

dom of speech, press and radio, uniform treatment for German agriculture,

trials of war criminals, breakup of excessive economic concentrationB,

relaxation of restrictions limiting external trade, and redistribution

of land to aid resettlement of expellees. If desired, OMDUS would gladly

send representatives to Washington to express its views. 1

The importance of the Stuttgart speech in pointing a new direction

in American policy was underlined in the instructions provided b, the

State Department for military government information media in Germary.

While these "guidances" sent out from time to time were not themselves

policy statements, they were interpretations that affected the imple-

mentation of policy within the theater. They were used by the OMGUS

Information Control Division in reviewing public statements to be mtrd,,

by Military Government officials, and they also formed the basis of edd.-

torials in the Neue Zeitung and OMGUS radio conmentaries fra' whin.ch rIny

Germans drew conclusions as to the intentions of military government,

The guidance cabled on 17 September 1946 indicated that the Stuttg.;.1

speech was a "key document of US policy" and that it was essential that

the German people understand it. The essence of the "United States pro.-

gram for Germany's rehabilitation" was summed up as follows:

"a. On economic side, US holds that prevailing hardships are esson-
tially inevitable consequence of policies of Nazi regime and its defeat,
But we want to see these hardships lessened (rather than aggravated or

I* 1. Cable, OMOUS signed Clay to WD for ISCA., CC 3769 of 16 Sept 46,
* CAD Numerical File) RG 122, DRB. CONFIDENTIAL
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perpetuated) through establishment of conditions which will permit Germauy
to improve her standard of living through hard work and ultimately to
achieve self-supporting balanced economy.

"b. On political side, US considers present status of Germany$ with
lack of German government, as provisional condition. US is aware of ill-
effects of domination of Germany by "armies of alJ en soldiers and alien
bureaucrats," although it realizes its present necessity. US thinks that
the time has come for Germans to prepare for establishment of central
government of their own, "under proper safeguards." It favors "early es-
tablishment of provisional German government," viz "German National Coun-
cil," to function under supervision of Allied Control Councils and to be
composed of government heads of various German states or provinces. This
provisional government should in time be replaced by elected body."

American media, the guidance concluded, should otress the ultimate inten-

tion to restore Germany to the community of civilized nations. The United

States would advance the principles stated in the Byrnes speech in nego-

tiations with other powers so that Germany would be kept from becoming

"a pawn or satellite in the military struggle for power between the East

and West." Although the Secretary had referred briefly to the "struggle"

in his speech, its existence was now assumed for the first time as c

main point of reference in military government political practice.

On 21 September 19h6 the Civil Affairs Division cabled to OMGUS

that preliminary work on revision of the JCS 1067 series had started,

A month later ONGUS was notified that work had progressed to a point at

which consultation with OMGUS representatives was desired before con-

sideration by the SWNCC Committee on Revision of Policy Papers. It was

suggested that top OMUS officials arrive in Washington by 1 November

1946 to stay for at least two weeks. As Gen Clay was due to arrive in

Washington in November for bizonal unification talks, he decided to

SECRET
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participate personally in the discussions on the revised JCS 1067

series.-, Although talks were held on the proposed revision# and com-

ments made by Gen Clay on both the War and State Department drafts, no

final conclusions were reached. Another six months were to elapse, and

US political policy was to undergo a basic reorientation in the wake of

the fruitless Foreign Ministers' conference at Moscow$ before the re-

vised directive superseding JCS 1067/6 was finally issued. 2

DEMEjOPMENTS IN THE fiELD OF GOVEWNMTAL STRUCTURES

Organization of the Initial Bizonal Machinery

As soon as the British Government had agreed to merge its zone of

Germany with the US Zone, Generals Clay and Robertson began to plan for

the merger. On 9 August 1946 it was agreed to establish, as the Uighest

Military Governent organ for the Bizone, a Bipartite Board consisting ot

the two Deputy Military Governors. The Board had a Bipartite Secretariat.

It was supplemented by six bipartite panels in the various economic fields

meeting in Berlin and six bipartite control groups to be located adjacent

to and to supervise the corresponding German administrative agencies.

The latter were created by agreements between the Ministers-President of

the US Zone and the functional zonal agencies of the British Zone. Each

agency was managed by an executive committee or joint committee consisting

1. Cabless CAD to OM)US, WARX 811147 of 21 Sept 46 and WAR 83559 of 21
Oct 461 03US to WWSCA, CC 6751 of 31 Oct 461 CAD Numerical File,
RG 122, MEB. CONFIDENTIAL

2. Telegram, Gen Echols to Gen Clay (in N.Y.), WAR 35498 of 9 Dec 46,
WDSCA Decimal File 008, RG 122, DO.
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of the appropriate ministers of the Laender. Each committee elected an

additional member to serve as chairman and director of the agency.

Jurididally, these bizonal agencies were clearly creatures of Military

Government and were charged with executing Allied rather than German

policy. For the British Zone, the members of the committees were ap-

pointed by Military Government, rather than by the Ministers-President. 1

There were differing opinions within OMDUS concerning the location

of the bizonal agencies. It was argued that for the sake of efficiency

they should be brought together in a single city, such as Frankfurt.

Gen Clay, however, wished to avoid seeming to create a West German capi-

tal, as this might prejudice whatever chances remained for all-German

unification, and Gen Robertson agreed. The bizonal agencies were, ac-

cordingly, located as follows: Economics at Minden, Food and Agricul-

ture at Stuttgart, Transport at Bielefeld, and Communications, Finance

and Civil Service at Frankfurt. Organizational arrangements were com-

pleted by 17 September 1946.2

The plans fcor the bizonal organization appear to have developed

entirely in the theater. Gen Clay's instructions to the HGMUS Committee

1. The Evolution of Bizonal Organization, 0MGUS Civil Administration
Division, March 1948, pp 2-3 and Appendix I (Preliminary Agreement
on the Establishment of a German Economics Administration); Edward
H. Litchfield, "Emergence of German Government," Chapter 2 in Govern-
ing, pp 28-29. The reasons for the difference in practice between
the US and British Zones are discussed later in this chapter under
"•Revision of Bizonal Organization and Economic Arrangements.'

2. Decision, pp 168-690 Governing, p 29
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on Bizonal Organization were reported to Washington on 2 August 1946.

These were to the effect that the economic integration of the zones

would avoid any implication of political integration, and that the

position and powers of the Laenderrat in the US Zone would be fully

preserved. There would be no overall interzonal German Council, and

the economic agencies would be scattered in two or more cities in the

US and British Zones. 1

In the records searched, no indication was found of any comments

on these principles by Washington, nor any suggestions given by either

the State or War Department to Gen Clay how the Bipartite Military

Goverrnment agencies or the Bizonal German administrations should be

ovganized. The only exception was a War Department inquiry whether

a Bizonal manpower agency was to be established to deal with wages,

Jlabor allocation, manpower and social insurance. To this, OMTUS rc-

plied that such an agency was not considered because of the politicl.

nature of labor relations and trade unions.2

As Gen Clay points out, the loose initial Bizonal organization

wa•s cumbersome and inefficient. As it was still hoped, however, to

achieve economic unity of all four zones in the Control Council, "tI!::;

1. State Dept cable No. 1875, USPOLAD Berlin to Sec State, 2 Aug 1,6,+
CAD Numerical File, RG 122., DRB. CONFIDENTTAL

2. Cable, OMGUS to WD, CC 7228 of 4 Sept 46, CAD Numerical File,
RG 122, D1B. RESTRICTED
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first step represented the extent to which we felt we could proceed with-

out jeopardising our efforts to secure quadrippartite control.ml

Approval of Land Constitutions for the US Zone

Early in 19116, Gen Clay had issued a directive providing for the

preparation and approval of Land (state) conrltutions and the subse-

quent election of Land assemblies. This action had been in accordance

with Article IT, paragraph 9(11), of the Potsdam Protocol,2 but other-

wise had not been the subject of guidance from Washington. The consti-

tutions had been drafted by preparatory coxmiissions appointed by the

Ministers-President at the direction of 01MUS. After preliminary review,

the drafts were laid before constitutional conventions, which had been

elected by popular vote on 30 June,- and which were charged with coslet-

ing the constitutions by 15 September 1946. 3 As that date approached,

the constitutions became the subject of considerable correspondence be-

tween the War Department and the theater.

As provided in the CM1US directive, each Land constitution had to

have specific approval of Military Government before being submitted for

1. Decision, p 168

"2. representative and elective principles shall be introduced
into regional, pro,4ncial and state (Land) administrati6n as rapidly
as may be Justified by the successful application of these principles
in local self-government." Decade 37, Story in Documents 49.

3. Directive, OMGUS, 4 Feb 46, "Elections in the US Zone,, reprinted
Occupation 119-121.
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popular ratification. 1 While the formal approval was to be given by

Gen Clay as Deputy Military Governor, it was understood that this appro-

val would be given in close consultation with the War and State Depart-

ments.

As the various drafts were forwarded to Washington, it became

apparent that the Department of State wan disposed to comment in more

detail than OMQUS felt desirable. As a part of the program of intro-

ducing democracy in Germay, Gen Clay and his advisors felt it important

that the constitutions be developed by the Germans themselves in an at-

mosphere free from Military Government direction or interference. As

Gen Clay pointed out:

*We have told the German authorities of the basic principles which
we consider necessary to a democratic constitution and these principles
have been furnished to you and to the State Department. As long as
these principles are safeguarded in the Constitution, we do not propose
to comment on the details or on the governmental procedures established
in the Constitutions. Manifestly, we will require some recognition of
the authority of occupational government and some provision for the
State Constitutions to conform to a National Constitution if and when
such a Constitution is drafted. However# it is of utmost importance
that comment and suggested changes given to the constitutional assem-
blies be at a minimum and limited to violations of the fundamental
principles which have been laid out. These Constitutions must go to
the German people as a free creation of their elected representatives
and with the least possible taint of Military Government dictation*
We have every confidence that the Constitution thus prepared will meet
the requirements of democracy and will be recognized ýy the German
people as the creation of their own representatives."'

I. Litchfield (Governing 35) points out that although the Land consti-
tutional governments came inx being under the control of Military
Government, they were in no sense agents of Military Government
but politically and legally German institutions,

2. Cable, 0MUS signed Clay to AGWAR for WDSCA GO, CC 24 18 of 23 Aug
)46, OWUS Civil Administration Division File 010 Constitutions
(general), KCRC. CONFIDMTIAL
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The Department of State recognized Gen Clay's point that the con-

stitutions should be developed with a minimum of military government

interference. Thereafter, its coments were limited to general sugges-

tions, which OMGUS found "both helpful and consistent with views of

this headquarters ."l

As the final deadline for approval apy ached, however, the De-

partment of State, seconded by the War Department, insisted very strong-

ly on certain changes, particularly in the Bavarian Constitution, which

the constitutional conventions were unwilling to make voluntarily& If

OMGUS should order the changes by decree, thia mi-ght destroy the entire

enthusiasm of the German politicians and public for the constitutions,

'hich were accepted as the work of the German assemblies. It seemed

uncertain whether Washington or the theater really had the final author-

ity to approve the constitutions, and Gen Clay cabled urgently request-

ing that the State and War Departments recede from their demands. 2

Gen Clay's position was seconded strongly by. Assistant Secretary

Petersen who was visiting in Berlin and who cabled the Secretary of

War requesting that, should the State Department insist on dezreeing any

changes in the constitutions, the matter be taken up dIrs.ctly with the

President. The issue was settled, however, by a final cable to Gen Clay

s3tating:

I. Cables: AGWAR from WDSCA GO to OMGUS, WAR 99$09 of 5 Sep 46j, ODUS
Civil Administration Division Decimal File 010 Constitutions, (gen-
eral), KCRC; 04GUS signed Clay to WD for WDSCA GO. CC 3323 of 8 Sep
46, CAD Numerical File, DRB*

2. Cablh, OMGUS personal from Clay to AGWAR for WDS]A personal for
Echols, CC 5554 of 15 Oct 46, OMGUS Civil Administration Division

J File 010 Constitution (Greater Hesse), KCRO. CONFIDENTIAL
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0It is recognized that you and your advisors are in peculiar and
advantageous position to determine b eat method handling situation and
War and State willing to leave final decision your hands.BA

The way found around the dilema was to approve the constitutions

vith reservations. The letters written by Gen Clay to the Presidents

of the Constitutional Assemblies of Bavaria, Greater Hesse, and

Wurtte.berg-Baden ogastituted Military Governtent directives modifying

the constitutions and besame, in an indirect sense, parts of German

constitutional lw*2

A bothersome problem that came up the first time in connection with

the Hesse Constitution was the issue of socialisation. There were diver-

ging opinions whether Military Government should actively oppose social-

ism, but Gen Clay was sure that he did not wish to be in the position of

actively supporting it. Article 41 of the Hesse draft provided that

heavy industry, bankrig, and insurance within the Land should be social-

:esd. At the initiative of OHGUS, the Constitutional Assembly was pre-

vailed upon to make the provision permissive rather than mandatory and

1. Cables: OW3US personal from Petersen to AGWAR for WARSRC peraonal
for Ruak, CC 5536 of 14 Oct 46, ONGUS AD 010.1 Constitutional As..
blies, KCRCj WDSCA 00 to OMGUS, WARX 83349 (undated copy), OMUS
Civil Administration Division File 010 Constitution (Greater Hesse),
KCRCs CONFIDUTIAL

2. The constitutions and letters of approval are reprinted in Consti-
tutions of the German Laender,, ONGUS Civil Aftimistration DB -sor
1797a. For a discussion of governmental structure under these con-
stitutionas see Roger H. Wells, *State Government,' Chapter 4 in
Governin•, pp 102-109.
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even then, Gen Clay insisted that this provision be voted upon separ-

ately. 1

Laterj when Gen Clay was in Washington, a policy on so alisation

was developed which was sunmarized by the Secretary. of State 'as followst

"We have not expressed any opposition to the socialization of industries

in Germany if the Germane themselves wish to socialize their industries

throh A docratic processes." In connection with socialization pro .

poeals in Berlin, this policy was expanded to provide that the United

States would oppose nationalization of industry that would concentrate

the entire German economv in the hands of a future central German govern-

ment. Socialization by the Laender or lover units of government could,

however, strengthen economic and political decentralization and federal

development. The United States would in any case wish to assure that

such sozialization as might be adopted should take place through demo..

cratic processes and not in a sudden or unplanned manner. 2

le Since socialist strength in Hesse indicated practically certain
passage of Article 41 the value of this move may be questioned.
Later, the socialists used the fact of a separate vote as an argtu-
mont for implementing the measure. In Septemiber 194s8 a controversy
reminiscent of the constitutional arguments &rose when US Military
Government suspended the operation of the economic codetermination
provisions of laws in Hasse and Wurttemberg-Baden (Mitbestiomungs-
reoht) on the stated grounds that future unity would be jeopardized
if each Land were permitted to incorporate codeteryw inaion by pass.
ing its owa works council legislation prior to the estabsishment of
a central government in the west. The suspension was revoked in
April 1950 by the USS High Commissioner. Taylor Cole in Governing#

S,�pp 373-714.

2. Cable, WD to OMUS, WAR 86579 of Nov 29, 46, unnumbered cable of
Dec 46 in OPD 091 Gormany, R 115s, IMB. SECRET
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During the fall of 19L6 a legal determination concerx~ing the powers

of US Military Government was made, which is noted here because of its

general import. On 30 September OMUS raised the question whether, in

view of the assumption of supreme authority in Germany by the commanders

of the four occupying powers,, Military Government was bound by the regu-

lations annexed to the Hague Convention of 1907 and Geneva Prisoners of

War Convention of 1929. After some delay, the War and State Departments

agreed that the legal authority of the Allied Control Council and of the

US Zone Cosnander was not limit.ed by the regulations attached to the

Hague Convention but that it was US policy to observe such regulations

unless specific US occupation policies should require deviation. The

Geneva Convention, on the other hand, was held applicable to all persons

having the legal status of prisoners of war. 1

ADOPTION OF A CURRENCY REFORM POLICY

The wide latitude given to Gen Clay in the field of government

was not duplicated with respect to economic or financial policy. Be-

cause economic measures were directly related to the national budgets

of the occupying powers, it was natural that many economic questions

should be decided and negotiated on the governmental level. In the field

of monetary policy, however, there wao for a considerable time a "policy

1. Cablesj 0(NUS to WVRCAD, CC 4599 of 30 Sep and CO 6860 of 5 Nov 46;
iWMCA GO to CMDUS, WAR 88419 of 26 Dec 46; CAD Numerical File, t.RG.
122, DRB. CONFIDMIAL
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blockade" occasioned by the fact that Washington neither accepted the

theater recommendations nor offered alternatives of its own.

Early in the occupations Military Government recognized that the

financial chaos caused by German wartime inflation and aggravated by

the injection of billions of Allied military marks into the German

economy had to be eliminated before substantial economic recovery could

be expected. Director Joseph M. Dodge of the ONGUS Finance Division,

who had succeeded Col Bernard Bernstein of the Treasury Department on

12 Sep 45, urged the need for currency reform and made the recoumenda-

tion, seconded by Gen Clay, that the Treasury supply experts who would

study the problem as temporary members of OIUS. The Treasury, however,

refused to supply personnel unless they reported to the Treasury and were

subject to direct Treasury instructions and guidance.

Arrangements were then made for an exhaustive study of the German

currency problem by a study group consisting of Dodge, Dr. Ger'hardt

Cola and Raymond Goldsmith. The Colm-Dodge-Goldsmith report was sub-

mitted to Gen Clay on 20 May 1946, with the deliberately chosen titlei

"Plan for the Financial Rehabilitation of Germany". Its objective was

"to clear the way for the internal financing necessary for the peace-

time reconstruction permitted under the terms of the Potsdam Agreement

and the decisions of the Allied Control Council.'"

1. Ltr transmittal signed by Messrs. Colim, Dodge and Goldsmith,
OWUS AG File 100, Finance and Accounting, KCRC.
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The report stressed that e conomic recovery required a sound finan-

cial structure, which had to be provided by Military Governuent since

there was no German government capable of carrying out a financial re-

form. The principal measures advocated by Cola, Dodge and Goldsmith

weres

1 A new currency to replace the Reichsmark, existing monetary

claims and obligations being deflated at a ratio of ten Roichamark to

one new mark. The Reich debt would be cancelled and a new debt issue

allocated to banks, insurance companies and other financial institutions

so they could meet their reduced obligations*

2. Mortgages to be imposed on real estate, plant equipment and

i.ventorleo to 50 per cent of value, The proceeds of the mortgagee,

paid in installments, would be used to compensate people mho had

suffered losses frnm t1he war and from reduction of monetary claims.

3. A progressive capital levy on individual net worth after

steps I and 2, with rates ranging from 10 to 90 per cent depending on

total wealth and its increase during the war years.

The report also recomerided the limitation of occupation coots, a

(onnl",al agencY to issue and control currency, and an exchange rate of

25 cents for the new mark.1

1. Report, "A Plan for the Liquidation of War Finance and the Finan-
cial Rehabilitation of Germany",, 20 May 46, Office of Mtlitary
Government for Germany (US), duplicated, OLD Files, IRB.
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It uraz Can Clay's hope that the Colim-Dodge-Goldsmith report could

be approved as a basis for US policy before the June 1946 meeting of

the Council of Foreign Ministers, because "conmon currency control is

one of the major problems in treatment of Germany as an economic unit

and is almost certain to arise in any extended discussion of the German

problemm. The plan ran into delays, hover. In the .3c0iý-War-Navy Co-

ordinating Comdittee, which in early July appro•nd step 1 bat raised a

nuriber of questions on steps 2 and 3,1

Gen Clay made clear his belief that a mere reduction of the volume

of currency, claims and obligations without an eqa:ization of burdens

would not accomplish the fiscal reform necessary to prevent inflation.

The War Department then suggested that SWNCC might be willing to approve

step 2 with a property tax substituted for the proposed mortgage. Uen

Clay was asked to give his comments and was authorized to discuss

points 2 and 3 of the plan in the Allied Control .Council, notwithstanding

that they had not been approved iz Washington. 2

1. Cabless OMGUS personal from Clay to A0WAR personal for Echols,
cc 5635 of 24 May 46, CONFIDENTIAL; hGAR to O)3MU8, WAR 93573
of 5 Jul 46, SCRLE; CAD Numerical File, RO-122, DRB.

2* Cables, OMDUS from Bennett signed Clay to AOWAR personal for
Echols, CC 8563 (WD CM IN 1598 of 9 Jul 46, CONFIDENTIAL); JOS
to OMUS for Clay, WAR 96204 of I Aug 46i OMGUS signed Clay to
AGWAR to WDSCA personal for Echols, CC 1199 (WD CM IN 814 of
14 Aug 46), Szc=1; WSCA Es to OMTJS, WAR 97826 of 17 Aug 46#
SECRET: CAD Numerical File, EG-122, MfB,
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Gen Clay replied that Military Government had alread made ite

reconndations, which had been discussed informally with each of the

other occupying powers. He did not consider it feasible to enter quad-

ripartite talks on fiscal reform without *a firm and detailed program to

be supported vigorously against all other proposals with the end in view

of reaching a comnpromdise which would not viola te the basic character of

bur proposal". Since Washington had not approved the program recom-

mended by Military Government, it was up to Washington to provide a

program* Two days later, Gen Clay warned that the British would not

wnit further and wore about to introduce their own currency reform pro-

g,9am in the Allied Control Authority. This cable, however, crossed a

c-able from the War Department to Gen Clay announcing that the Secretaries

of State, War and Navy had unanimously approved the Colm-Dodge.Goldsmith

plan the morning of 21 August 1946. 1

Although the British were fully convinced that bizonal unifica-

tIon would produce only limited revl~ts without financial reform, it

Wes still hoped that agreoent on currency reform for all sones of

Genaany could be secured in the Control. Council. Accordingly, Gen

Clay introduced the Col -DodgeGoldswith. plan an 28 August 1946 in the

Coordinating Comittee of the Allied Ccntrol Authorityp which referred

"the plan to tha Finamce Directorate. Later in the year, howevers the

Departments of State and War were obliged once more to consider the

o. Cables: OMGUS si~med Clay to MD for Wt6CA, CC 2310 of 22 Aug 46
(Berlin time), CONFZDEKTIAL- WIBCL ES to Om0US, WAR 98110 of 21
Aug 46 (2242 (reenwich tima5 , SICRETj CID Numurical File, RG-122,
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problem of currency reform, since US papers designed to accomplish -that

objective met with such opposition on all levels of the Allied Control

Authority that the Control Council finally removed this topic from its

agenda andzeferred the problem back to the Allied Governmentso.

E0ONOMIC PROBUN OF THE BIZONAL PERIOD

Problems and Policies in the US Zone

When bizonal unification was agreed upon during the summer of 1946,

OMGUS was still wrestling with the food problem. This had two facets.,

One ims the question whether food would be available at all: claims

for Germany had to be presented in competition with those of liberated

countries before the Combined Food Board and its successor, the Inter-

national Eergency Food Council. 2 Since these agencies made their allo-

cationB on rather short notice, it was impossible to plan very far ahead.

Tho other phaee was the bvidgetary situation in Wash.ngton. which caused

continv'ing uncertainty whether the food could be paid for if obtained.

The cables from Washington to the theater dealing with the pro-

(.urement and financing of food presented a kaleidoscopic frame of refer-

ence rlthin which Military Government had to oper&te. In June 1946, for

I. Memorandum$ Jack Bennett, Director of OMGUS Finance Division to
Chief of Staff, OiqUS, 4 Nov 46,, OMGUS AG File 100, Finance and
Accounting, KCRC. CONFIDENTIA1

2* For membership and frame of reference of the International Emer-
gency Food Council see International Conferences, I Jul 45-30 Jun
146,. PP 6-8S ahid, 1.I l&50= 7 pU-0
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example, OMGUS was directed to calculate the German food import require-

nents for the period beginning 1 July 1947 on the basis of lj840 calories

per day for the normal consumer. The War Department indicated that it

would probably ship 165,000 tons of wheat in July and August 1946, al-

though a threatened maritime strike might upset all calculations . On

14 July, however, the War Department notified OHMUS that the budget for

feeding German civilians and disp3a ced persons for the year beginning

1 July 1946 had been reduced from a requested $167,000,000 to only

$85,700,000, which according to 0WGUS computations would support a

normal consumer ration of only 1,300 calories per day., This ration,

Gen Clay cabled, "in of course inadequate to meet minimum ration re-

quirements and mass deterioration of the German people already becoming

evident will certainly be seriousa"2 Fortunately the 1946 harvest pro-

vided an average yield and, with imports, it was possible for the United

States zone to reach the ration of 1550 calories per day in October.

During the fall of 1946 the War Department was called upon to ans-

wer various specific questions in the field of economics, The enswerr

had in some cases the effect of further piecemeal amendment of JCS lO;(//•'.

while in other cases the theater commander was given additional authority

7., to determine his own policies and procedures.

1. Cables: WARCAD to OMGUS, WARX 90205 of 4 Jun 46, RESTRICTED; WD to
OMKUS, personal for Clay signed Echols, WARX 90825 of 10 Jun 46,
CONFIDINTIALj CAD Numerical File, RG 122, DRB.

2. Cable, OMGUS signed Clay to WD for WDSCA, CC 9777 of 26 Jul '46,

6 CAD Numerical File, DRB. SECRET
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The JCS 1067/6 provision requiring individual Washington approval

of German exports to neutral countries proved bothersome, particularly

in dealings with Sweden and Switzerland. In July 1946 the delays in

the clearance of exports to Sweden caused the Swedish Government to re-

taliate by refusing export licenses for critical materials needed in

the US Zone. 1 There was also an increasing volume of paper work in

clearing the numerous small orders which German firms began to receive

from Switzerland. Although there is no indication that Ol'US made a

specific request for modification of the directive, the requirement

for Washington approval of individual exports to Sweden and Switzer-

land was lifted on 16 August 1946.2

Another problem involved the deposit of export proceeds so as to

protect against possible losses and at the same time to have the funds

readily available to pay for German imports. While O0GUS had author-

ity to purchase for dollars foreign currencies needed for current buy-

ing, the War Department warned against such conversion in advance of

nood, which might lead to losses should the foreign currencies fall

in value. Punds not converted were maintained in a trust account in

the United States, but this procedure proved cumbersome because the

c-rrent status of the fund was not always reported promptly to OMGTUS.

As the reduced appropriation for German imports left a narrow operating

1. Cable, OMGUS signed Clay to WD for WARCAD attention Bullock, CC
9126 of 17 Jul 46, CAD Numerical File, RD-122, MhB. CONFIDETIAL

2. Cablc, CAD to OM3US, (number not indicated) 16 Aug 46, 'WSCA
Nmerieal Fl2le 091.31, Section V, RD 122, DERB RESTRICTED
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margin, Gen Clay insisted upon procedures enabling CWUS to draw rapid-

ly on export receipts, both in the United States and in European coun-

tries. After considerable correspondence, a method accomplishing this

objective was uorked out. 1

Another subject on which the War Department and ONDUS agreed on

arrangemente was the admission of foreign businessmen to Germany as

buyers for export. A Treasury license under the Trading with the Inesy

Act permitted American businessmen to enter Germa7 and to procure goods

tnd services for their own idiate needs from Germans. They were also

vtwhorized to make preliminary arrangements for export contracts direct-

ly with the German suppliers, but the contracts themselves had to be

made through the Joint Paport-Import Agency, which became the eoclusive

seller of German goods to foreign countries.

Bizonal Poolng of Import Coste and Export Proceeds

Since the British had proposed terminating the original US/UK

agreement on pooling export proceeds on 31 March 1946, the status of

that agreement had been somewhat uncertain. Problem of sharing ek-

port proceeds and costs of imports for the two zones had been dc-ioeoed

at government level, but when bi.onal fusion was agreed ýo at the end of

July 1946 no conclusion had been reached. Although the US and British

Goverrmts sent their zone commanders identical instructions for

1. Cables: WDSCA to OMGUS, WAI 95397 of 24 Jul 46, COCFIDMAL;
WARX 99185 of 31 Aug 46, SECRET; CC 4072 of 20 Sep 461 CAD
Numerical File, RG 122, MB.
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estimating food requirements on 2 July 1946, these instructions left open

the question whether there would be pooling of food supplies between the

two zones or with the French zone. 1

The divergent United States and British views on the financing of

German import requirements, as outlined by Gen Clay, were as followsz

we wished the proportion to be based on population in view of the
lover population in the American Zone, whereas the British insisted on
at least an equal arrangement and even urged that the United States
bear 60 per cent of the burden.

"There vere valid arguments on both sides. The United States

Zone had a greater agricultural production and required fewer iiparts
per capita than the British Zone. Hence, even in accepting , rospon-
sibility proportioned on a population basis, the merger would result
in adding to our financial burden as the per capita requirement was
increased. On the other hand, the great industrial area in the British
Zone had to have food to produce the exports which would bring both
zones to self-sxfficiency." 2

As United States and British Military Government in Berlin were

unable to agree on the pooling of export proceeds and the sharing of

import costsp Gen Clay wrote on 16 July 1946 to Gen Echols, Director

of CAD, asking him to take the matter up with the State Department.

The reply given by the State Department, as repeated by Gen Echols to

Gen Clay in a letter on 11 September, was as followst

"The State Department would rather let this problem resolve itself
in Germany in the negotiations to bring about an economic merger of the
British and American zones. However, if you prefer for them to inter-
vane on some specific points they are willing to do so. We' have been
informed by State Department that the Briti.h Embassy in Washington is
of the opinion that the pooling arrangement will become a matter for
govermnental consideration in due time."

1. Cable, WDSCA to OlWS* WA= 93164 of 1 Jul 46, CAD N.erical File,

RG-122, DRB. SECRET

2. Decision 170
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To this, Gem Echols added in a postscript that he did not feel that the

reply to Gen Clay's letter was satisfactory.1

Tihe problem of pooling and sharing did ix', however, resolve it-

self in Berlin. Because British oificials there doubtless were aware

of London's view that the question should be settled directly between

the two governments, they were under no great pressure to reach an

agreement. Although the two military governments did reach agreeymx,

on most of the questions of bizonal organization and economic policy,

th is one kc. pioblem remained unsettled, rendered impossible the adoptictn

of a airm Bizornal budget, and hampered economic progress. 2

As the Council of Foreign Ministers was to meet in New York in

NovIa ber 1946, it was agreed to hold US/UK discussions of outstanding

questions of bizonal unification at the same time. These talks were

held in Washington beginning on 13 Novanber, the Unitod Statea doef,•,ca-

tion being headed by Assistant Secretary of State Hllidr:3xig, i•uo-.1

"opposite" was Edmund Hall-Patch of the British Foreign Off.l.re. The

apokesman for the War Department group was Gen Clay himself, wbo had

1i, Ltr, Maj Gen Oliver P. Echols, Chief, CAD, to Lt Gen Lucius D. Clay,
11 Sep 416, summarizing contents of letter of 21 Aug 46 from finest
A. Ox.oss, Spec Asst to the Asst Sec of State for Occupied Areal;
(Ge n 10ilidring) to Gen Echols, dated 21 Aug 46j, with sxwzmwxv -ikn
and postscript by Gen Echols; WD5CA Decimal File 463.3, RG 122, 'I0.

2. Memorandum, Jack Bennett, Chief of OMGUS Finance Division to C/S
of OM(US, 7 Nov 46, Subjectt Bipartite Finance Operationn. OtI•US
,, File 100, Finance and Accounting, KCRC. CONFI.DENi-'Ai.U .; '
170.
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brought with him several O0HJS staff members as well as Political Ad-

visor Robert Murphy. British Military Government was represented by

Gen Robertson and Sir William Strang. The discussions, which were

legtby, resulted in the formal agreement signed by Secretary BYiue

and Foreign Minister Bevin on 2 December 1946, which took effect on

1 January 1947.1

The Byrnes-Bevin agreement solved the problem of imports and ex-

ports by assigning eqmal responsibility to each of the two governments.

Imports were divided into Category A, those required to prevent disease

and unrest, and Category B, additional imports required to achieve a

self-austwining econom by the end of 1949. The proceeds of exports

would be used first for Category B imports and then for Category A

imports. Any part of the cost of Category A imports not met from ex-

ports would be paid by the two governments in emAl shares from appro-

priated funds. The agreement also provided for the settlement of ac-

counts under the previous pooling arrangement, involving a substantial

payment by the British. The agreement also provided for a Joint Export-

Import Agency (JETA) responsible for determining import requirements and

administering the export-import program, for the opening of foreign ex-

change accounts by a Bipartite Finance Committee, and for an increase in

the food ration to 1800 calories for the normal consumer as soon as the

world food supply might permit. 2

1. Decisio, 171-73

2. Apreement for eaonomio fujian of United State. and United Kingdom
zones in Germany of 2 December 1946, Occupetion 224-27, Decade
528-31.
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The Byrnee-Bevin agreement was short and did not go into details.

In negotiating it, the State Department had specified that the discus-

sions would include only those bizonl arrangements that needed settle-

ment at the government level, all other questions being left to the

respective Military Goyernments in BerlineI The agreement did establish

a continuing Joint Committee in Washington, but its responsibilities

wore limited to supporting bizonal izport requirements before alloca-

;.ing authorities and to determining sources of supply and procurement

agencies. This comittee was activated during the latter part of

December 1946.2

The Bixonal Food Crisis of .L947

The US and British Zones had scarcely begun to function as a unit

when there arose the most serious food crisis yet encountered. The Bi-

zonal Agreement had placed the United States food reserves in a common

pool and the British had no reserves. Gen Clay summarizes the food

situation in early 1947 as follows:

"0. * German experienced the most severe winter in many years,
with its frozen waterways closed to navigation. Short stocks and
transport difficulties made distribution most difficult. In Washing-
ton we were bidding for supplies through a joint Anglo-American Com-
mittee formed under the bizonal fusion agreement. Here we ran into
one of those strange inconsistencies which ever dogged our way in
Germany. Despite the fact that reserves from our zone had been used
to arrest shortages in the British Zone, and despite eloquent pleas

1. Cable, WDSCA ES to CMGUS, WAR 8L647 of 1 Nov 46, CAD Nmuerical
Filej, RG 122, DRB. CONFIDMITIAL

2. Cable, WDSCA ES to OMWUS, WAR 87L53 of 14 Dec 46, CAD Num~erical
File, H3 122, 3B. SECRET
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for aid from my British colleague, their representative on the joint
committee in Washington opposed us until British requirements were

'met. We were oxncerned because we believed the reserve stocks in
the United Kingdom could be diminished safe3ly in view of our urgent
need. We were not successful and the authorized allowance in the bi-
zonal area dropped to 1040 calories a day in April 1947. Weighing
teams reported malnutrition at what proved to be the worst stage in
postwar Germany. The apathy of the German people was alarming." 1

The allocat-Ion difficulties were compounded by a shortage of

funds. After Gen Draper, then Chief of the OMGUS Economics Division,

had gone through the food, fertilizer, transportation and petroleum

budget in detail with officials of CAD in Washington, it was evident

that tight fiscal planning was necessary, even with an expected de-

ficiency appropriation..2

Congress, however, which was in an economy mood, threatened to

reduce the deficiency appropriation below what both OMIGUS and the War

Department considered the p-bsolute minimum. As Major General Daniel

Noce, who had succeeded Gcn Echols gs Chief of CAD, cabled to Gen Clay

on 14 Vebruary 1947: "Despite nmAerous conferences by WD officials

with key members of Congress there is still a marked intention to make

sharp reductions, particulorly in civil functions including occupied

areas civil relief." Despite strong support by the State Department,

the War Department would have great difficulty in obtaining the

1. De•-ision 267-68

L2. Itr, Brig Gen William H. Draperp Jr., Chief of OMGUS Economics
Division to Maj Gen Daniel Noce, Director, CAD, WiSCA Decimal
File 014 Germany, 16 Jan 47, DRB. RISTRICTED
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minimum included in both the 1947 deficiency appropriation and the 1948

GAPtOA allotment.
1

Even Gen Eisenhower, at that time Chief of Staff of the United

States Army$ had to devote considerable time to discussions with key

Senators and Representatives. His task was made difficult by current

congressional criticism of unreasonably large civilian employment and,

lush living of Military Government officials. Members of Congress wero

inclined to think that if personnel could be cut, the same must auto-

matically be true of food allotments. 2 At the rtoquest of the War Depart-

ment, Gen Clay sent a cable outlining the urgent food needs of bizonal

Ex-President Herbert Hoover undertook a second mission to Gox-xvwq-

Jn Vobx wroy 2947, This mission, as well as a similar mission to tho

P'.cific Theater, were developed as a means of coordinating the effo:.QI•

of the Stateo Agriculture and War Departments to solve the food

fertilizer problems of occupied territories. It was also hopod. to

60ouue bipartisan support for the Rood program and to satisfy Ooý'c':.,I

o. the need for recommended deficiency appropriations and appropriWia1rioo

Stbho Z'L'. co ye"tV 3.91 8"

!l. Cabloa WVISCA ES personal from Petarsen (originator Gen Noco) to
OMUS Borlin for Clay, WAWU 92134 of )4 Feb 47, CAD Numerical.
File, DRB. SERET

2. Cable, Eisenhower to McNarney and Clay, WARX 92048 of 114 Feb 147,
CAD Numerical File, RG 122, DRL. CONFIDENTIAL
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There was some initial uncertainty regarding the scope of the

Hoover mission. The Secretary of War had proposed to limit the mission

to food and fertilizer problem,. Hoover, however, who insisted that his

invitation to undertake the mission come direct from President Truman,

urged that the frame of reference be broadened to that of a general

economic survey. Although the Secretary of War preferred that the

mission stay out of the br.-I :er economic field covered by State Depart-

ment negotiations for a German treaty, the President decided to author-

ize an "Economic Mission as to food and its collateral problems". It

was understood that the mission would cover both the US and British

Zones, and President Truman's invitation was seconded by a note to

Hoover from the British Goverrniert. The mission included Dennis A.

Fitzgerald of the Department of Agriculture and several others selec-

ted by Hoover.
1

While Hoover's recommendation that Congress appropriate the full

sums requested for food and his insistence on a higher priority for

food to Germany were most welcome to OMGUS, his detailed proposals

occasioned some disagreement. A feature of the Hoover plan was immedi-

ate shipment of 228,000 tons of seed potatoes, to be paid for from ex-

isting funds pending inclusion of their cost in the deficiency appropri-

ation. At first, ONOGUS agreed to have the potatoes shiped as promptly

1. Cable, OASW from Petersen (originator: Mr. Tracy S. Voorhees) to
CO USFM personal for McNarney, info Gen Cly, 2WARX 90969 of 30
Jan 47, CAD Numerical File, RO 122, DRB. 'ONFIDETIAL
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as possible. 1 When the prioe° was quoted, however, OMiUS felt that the

potatoes were too expensive.

The War Department then presented the seed potato question to

&oover, who stated his opinion that the benefits to be derived from fhe

p(ram more than offset the increased cost. To this, OflOUS replied

ihat both OM1US and British Military Government were unwilling to ac-

ccpt. the exbra cost of the potatoes without a study of the effect of

tIbo purchase on the total food program. 2

On 4 March after a conference on the Hoover Report in the Secro-

; of War's Office, the Secretary decided that the War Department

•hould accept and carry out the Hoover program as a vhole, as the best

way to obtain congressional support for the deficiency funds and the

Aiscal 1948 budget. It was not considered possible to select only part

of Uhre Hoover program and still obtain congressional approval.

The teleconference reporting the Secretary's decision also announcv.

,Uirrct.ves for the procurement of 175#000 tons of seed potatoes at tho

lipclue that O14OUS and the British had rejected. OMUS was requested to

rAggotiate for British support for the potato purchase. When a little

1-. Telecon, WD TT 7736 between Gen Noce (CAD) and Col W.W. Harris
(OSW)J Washington and Mr. Voorhees, Berlin, 18 Feb 47,, CAD Numorl.-
. F.....File, RG 122s DRB. RESTRICTED

Telacon, WD TT 7799, between Gen Noce and others, Washington, and
Gen Draper and others, Berlin, 1 Mar 47, CAD Numerical File, RG
1?2, DRB. RETRICTED
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later the War Department requested ON3US comment on a technical phase

of the Hoover program, Gen Clay replied: "We do not comment on War

Department instructions." 1 Aside from the potato question, however,

the Hoover program was generally satisfactory to OW•US, particularly

the release of Axvy 10-in-i rations and other high-value foods for the

child feeding program.

Hoover's recommendations resulted in raising the deficiency esti-

mate for "category A items" (prevention of disease and unrest) to

$31,000,000 more than the previous estimate aproved by the Budget

Bureau. Fhsuing communications between Washington and the theater

were largely devoted to detailed procurement and shipment plans in

accordance with the greater amount.

The food problem was, however, far from solved. As wheat remained

in short supply, OMGUS was forced to accept larger proportions of corn

(of which Germans normally consume very little) than desirable. By the

end of March, total food shipments were running seriously behind. OMUS

reported on 31 March that the breadgrain stockpile would drop, at the

current rate of depletion, to 223,000 tons by June 1947 and that a mini-

mum of 660,000 tons was necessary to prevent a breakdown in distribution.

!Furthermore, the severe winter had reduced local food collections. The

War Department was unable to obtain the additional supplies necessary to

1. Telecon, WD TT 7812, Gen Noce and others, Washington, Gen Clay and
others, Berlin, 5 Mar 47, CAD Numerical File, 1•. 122, DRB. SECRET
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avert a crisis and a drop in the normsi. consumer ration to 1040 calor-

ies a day for April 1947 became unavoidable.

The obtaining of funds and allocations was further hampered by

widely-publicized criticism of the German food collection system. Only

those directly concerned with occupatJion administration appreciated the

problem involved in getting German farmers to seull their products for a

currency that had only a fraction of its normal purchasing power. As

the War Department reported to OMUS on 28 April 1947, all countries

requesting allocation of food from the International Emergency Food

Council were required to give assurance on their food collection sys-

tems. Assistant Secretary Petersen found it necessary to ask for a

special report on German food zollections, to assure the Appropriatiorn

Committees of Congress that everr possible effort was being made. 1

Since Secretary of Agriculture Anderson' s doubts on this score had lId

hiM to resist War Department requests for additional allocations, it

was finally decided to invite hi-. "o GOer.vany to see for himself. 2

S-cretary Anderson's visit 4o Germany, made in July 1947 in the

compaxy of Secretary of Commeroe Harr~aman, convinced him that the Germr."'

food requirements submitted by Military Government were genuine. Therc-,

after, the Department of Agriculturn took a more fa vrable attitude to-i•ard

L. Cables, WD to Bipartite Board, Berlin, WARX 97058 of 28 Apr 47j
Petersen personal to Clayr, WAR 98295 of 16 May 471 CAD Numerical
File, Wl 122, DRB. CONFIDEMTIAL

2. Cable, WD to OW'-US• WAR 99872 of 10 June 47, CAD Decimal File,
RG 122, DF1. SLORET

VIII-31

i.



SECRET

OMKUS requests. The efforts of ex-President Hoover as well as the per-

sonal impressions gained by a number of Congressmen who visited Germany

in 1947 overcame the budgetary problem. Food imports on a greatly in-

creased scale began to arrive in August 19470

In the uemme of 1947, however, a severe drought reduced the ex-

pected German food yield by 20 per cent. The American corn crop dropped

233 million bushels below estimates, and the World Cereal Requirements

Conference held in Winnipeg in August 1947 emphasized that the 1947

grain crop would not feed the world. OM3US was warned that it might

have to demonstrate the effeotivenads of the German food collection

system, and the principle of selling German exports for dollars was

waived to the extent that food could be obtained through barter, The

problem was no longer one of moneys The War Department planned to spend

the 1947 appropriation at an accelerated rate and to apply for defici-

ency funds to raise the normal ration to 1800 calories. Yet available

supplies would not permit even the original 1550ýcalorie ration to be

met for some time.1 Under Secretary of War William H. Draper, Jr., who

had transferred from OMGUS to take this position, urged Gen Clay to take

new measures to tighten the collection system, to provide supplies to

farmers who met quotas, and to improve transport. 2

l. Cable, WDSCA SUP to CINCEUR Berlin, WARX 85406 of 30 Aug 47, CAD
Numerical File, RG 122, IRB. SEGRET

2. Approved report on coal production as cites in CABLE WAR 65994 of
30 Sept 47 from Draper to CINCEUR for Clay personal, GAD Numerical
File, RG 122, DRB. CONFIDETIAL
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S•* .:'r. :l the fall of 19L47 the food situation in Germany improved

in spite of a continued tight world supply. At the end of

Lah3 year the Department of the ArMs appointed Tracy Voorhees to the ne

position of Food Administrator for the Occupied Areas1 giving him over-

r:.ding authority over all phases of the food problem. The problem of

g~tting the maditum food from German farmers remained a thorny one. As

Gon Clay pointed out in a teleconference on the last day of 19473 PI

oun only do my best on collecting food in Germany. I know police

V9M"ures won't do it and if they are used somebody else will have to

1•se them.9 1  Indeed, the problem of food collections was never satis-

"a•ctorily solved so long as there was no money that the farmers con-

oidr•ed worth having.

i'- MOSCOW MEETIN OF TH COUNCIL OF FOREIGN MINISTERS

7'.1 Control Council and the Deputies Report Onlyv Disagreement

The only agreement reached at the New York meeting of the Coi-c .n

)Z Foreign Ministers (CFM) in Novrmber-December 1946 was to hold rý,Il.

,.cýting in Moscow on 10 March 1947. For this meeting the Alliced (C

Couxxcil vu directed to prepare a comprehensive report on all p1,.'•

=cckp\tion admixistration. This report was intended to indictt -)

(¶ 2~rczncoo that could not be settled in Berlin, thus defining 'L

t.o bs discussed at Moscow. At the same time, deputies or the Forrý,:,:.

l. Týlecon, WD Washington (Gen Draper) and OtVUS Berlin (Gen CIrZV),
.o nvwber, OMOUS telecon file, 31 Dec 47, KCRC. SECRET

S....VIII-33

• II ~ J, 1'



SECRET

Ministers were to meet in London to hear the views of various Allied

states and to consider questions of boundaries, the Ruhr and the Pfhine-

land, a disarmament and demilitarization treaty proposed by. the United

States, and an epert report on the coal problem. 1

Both reports showed the very limited extent to which all four

powers agreed on occupation policies. This area of agreement had been

2argely exhausted by the series of negative decisions (denazification,

elimination of war potential, restriction of economic activity, etc.)

produced by the Control Council in 1946. The four powers had also

agreed to abolish the state of Prussia; that agreement which was af-

firmed by Control Council Law No. 46 of 25 February 19h7, 2

In the Allied Control Authority report of 25 February 1947, the

synopsis of the economic section was largely devoted to points of dis-

agreement, which were summarized as follows:.

"The Soviet Delegation maintains the principle of economic unifi-
cation but cannot agree to its implementation at the present time be-
cause (1) the progress of reparations is unsatisfactory, or (2) because
each zone does not have a positive not balance of exports over imports,
or (3) because there has been no agreement on an overall production
plan for coal and other industries.

"The French favor economic unification but are unwilling to dis-
cuss central German administrative agencies that are necessary for its
implementation.

1. Decision pp 141-4.
2. Wells, "State Government," in Governing, p 87. Prussia had al-

ready been abolished de facto b-y the establishment of successor
states in all four zonese,
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"The British in no way participated in the preparation of this
statement but have indicated general agreement with the US rocommn-
dations."

The report went on to summarize the unilateral United States recommen-

dations for (1) common use of indigenous resources by the Germans with

agreement on Allied requirements to be drawn from the German sconone|

(2) pooling of export proceeds and paying the trade deficit to permit

necessary imports; (3) central German agencies, elimination of inter-

"unal trade barriers and establishment of a provisional government;

(4) elimination of reparations in kind at least until exports could

pay for imports, and rapid removal of surplus industrial equipment;

(5) financial reform; and (6) freedom for trade unions, freedom of

press and radio, and freedom of organization for political parties. 1

The section on central German agencies was limited to a history

of negotiations in the Control Council with an appended bilateral US/UK

statement and unilateral French and Soviet declarations. This part of

thezeport is sumnarized in the synopsis as follows:

"I'. Points of Agreement:

No agreement has been reached on any of the proposals for
creating these German agencies. The British and U.S. delegations have
supported every such proposal unreservedly. The French have consistent-
ly objected to every proposal for said agencies. The Soviet have con-
sistently supported the principle of creating Central German Administra-
tions, but they have stated that until the five principal agencies

1. Paper ASEC (47) 154, "Report to the Foreign Ministers from the
Allied Control Authority, in Germany, 25 Feb 47, excerpted in
Documents on Unity, p. 26.
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specifically called for in the Berlin Protocol are established they are
not in favor of establishing the lesser ones.

III. Agreements already reached on action to be taken by the Allied
Control Authorityt

NIL

IV. Agreed Recommendations to CFK:

NIL"I

As for the report of the special deputies, it is sufficient to note

Gen Clays statement that.8 "Their field of disagreement was so broad

that they were unable to agree to a report on their disagreement, and

confined their joint report to summarizing the views of the Allied

Nations as presented to them." The report itself lists the following

subjects as not agreed:

Export-Import Plan
Sharing of Import Deficits
Financial Reform
Subjection of Resources in Oermai" to German Law
Occupation Forces and their Requirements
Freedom of Movement
Control of the Ruhr
Annulment of the Bizonal Agreements
Economic Decentralization and Decartelisation
Allied Control over Internal Allocations in Germanye

The US Delegation in Moscow as a Source of American Policy

The Moscow meeting of the GPM produced agreement on only one im-

portant subject: a directive to the Control Council to complete

1. Documents on Unity, p 27

2. Decision, p 143. CPM/47A//148, "Report from the Deputies to the
Council of Foreign Ministers," Parts I and II, 23 Apr 47, excerp-
ted in Documents on Unity, p 35.
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e.0 "%!kzificat.in As rapidly ae po.ible rind to make the German authorities

",-'ponaible for lepisla.ntion to carry 6ut the Control Council's dirsc-

tivg, (ntwbers 24 and 38) on de.Azification. 1 (Otherwise, the meeting

produced. am little ngrreomont on Gornmuny as tho e vlhi6h preceded it and

those that followed it.

Thm Mo scow CFM was, how•ovr, of major impotance in the shaping of

uuorliepn occuapution policy. It afforded at leAA~ a tempor ry opport an..

i',7 for an unprecnd'r!nted deoprom of coordinAtion botwen wc!hington agen-

cies and. OMUS

In prepnrution for the Moscow CFK, the nunctional divisions of

01113T had prepared 31 ,uep.nrate papers projecting the United States

Spo3ition on the various phunes of economics lncluding reparations and

Sr..erign trode, 0ermwn porernment, d n.nifleation and other subjects.

Thbome vere enordirnt-nd 74thtn OCI)PU' rnd Pirntrhed to the War and State

'OepnrtmtentsI the 3.Atto.r ha d al~o prepnred a compt ebensive set of paper..

Unfortunr.tely, the State Depnrtmant had accepted only in theory

Con Clay's offer of .1 June 19h6 for "the closest possible liaison and

coordination betwen Wnwhington and Berlin." OYCUS received the papers

I. CFM4A7A//1 4 8, Four Powtr Agreement on Den zification, teprinted in
S1u1mary of Multipartite A~reement., and Die greements on Geras,
revisod and supplemented edition, 15 Sept l s Office oFilitary

Goerxrnmvnt for Oe:imny (Ut)), Part I, p 107, DRM. RR•TRTCTFM

2. Gon Clay gives an xcn.1ent narrative decirion of this process on
Pp iI15-53 of DNeinion.
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pre~pired in the Department of State only five days before the start of

the Moscow Conference. The State Department group proceeding to Moscow

ntopped only for two days in Berlin. It was impossible during this short

time to resolve the OMOUS and State papers into a single series.

The US Delegation in Moscow included O!40US economics experts under

Brig-.wr4stOr Maj Gen) William H. Draper, Jr., Economics Adviser, as

well as specialists in governmental aCfairt undlr Director (Brig Gen)

Henry Parkman of the OMOUS Civ 1 Administration'Divilion. At the invi-

tation of Secretary Marshall, Gen Clay joined the delegation. There

were numerous discussion and d(sputes between the O94US and State De-

partment members, some of which approached the acrimonious. These die-

putee had to be ind they were rceolvedp for the US Delegation had to

function as a unit and to introduce statements of the United States

posiition on a variety of subjects.

The work conductad on the spot in Moscow by.members of the State

Department and OMUS staffs, consisting largely of reconciling the posi-

tio- papers of the two agencies, rcsulted in a series of statements made

by Secretary of State Marshall, as well as US papers introduced formally

AL the conference. These develop.d asia ampl.ified United States policies

far beyond what had been achieved in týe past. Furthermore, they pro-

Jncted thane polloiin in tarnri of the orming n:A ntatton of US foreign

policy, which was forced at Moscow to accept the act of aggressive

7, ~,Innt aims in IFuropp.
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In term of long-range occupation policy, the main importance of

the Moscow OFM lay in the unilateral work of the US Delegation. Particu-

-- the + f jIA nr en-nnaimis. nolicy papers written at Moscow served

as authoritative guidance for OH3US, not only in the further deliberations

of the Control Council but also in the management of the bizonal economy

and in negotiations leading to trizonal fusion.

US Economic Policies Stated at Moscow,

The American concept of the economic unity of Cermany was explained

by Secretary Marshall in the plenary a-sssion of the OFM on 17 March 1947a

This statement embodied the experience of Military Government in the Con-

trol Council and reflected the thinking contained in current ONGUS papers.

German economic unity, as the Secretary defined it, required the realiza-

tion of six principles, summarized here as followst

1. The Common Use of Indigenous Resources. Elimination of zonal
economic Sundaries, coimmon ration scales and allocation of scarce co-
modities, agreed basis for use of German resources by all occupying forces,
foreign-owned industries to be subjected to same controls as Germun-owned
industries.

2. Rgort-IMrt Plan. Consolidated plan for all exports and im-
ports, payýnt for all ieiprts other than agreed reparations, sharing
costs of importing food needed to prevent starvation, until Germarr can
pay for own imports.

3. Reparations. Recognition of relationship among export plan)
level of industry, economic unity and the program for removal of indus-
trial capital equipment as reparations.

4. Financial Reform. Creation of new money accepted as having
real value.

5. Freedom of Movement. Zonail boundaries to be only lines of de-
marcation for occupying troop.; all German and Allied personnel to haveSfree move~mt throughout GermrW
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6. Central German Administrative Agencies. To be established as
provided in Potsdam Agreement, with addition of Food and Agriculture
Agency recomended by Allied Control Authority.

With the foregoing statement, Secretary Marshall introduced a pro-

posal for a dutailed directive to the Allied Control Authority, providing

for meeting the requirements for economic unity and empowering the central

agencies and the German Land Governments to deal with each other directly

without the intervention of any occupying authorities. Control of the

zone commanders over the central agencies would be exercised only through

or as directed by the Allied Control Authority, which would issue the

necessary policy directives for the guidance of these departments. 1

On 31 March 1.947 Secretary Marshall made a statement on economic

principlem. He rejected the Soviet proposal for reparations from current

production, pointing out that the Potsdam Agreement for economic unity

was not dependent upon this proviso. "It looks very much to us," he said,

"as thovwh the Soviet Union is trying to sell the same house twice." He

aleo refa•aed to accept the French demand for "export of coal in conformity

with the demands of the French Government" as a condition for economic uni-

fication. The United States did not agree with the French contention that,

after satisfaction of French coal demands and limitation of German steel

capacity to 7t million tons, reparations could still be provided from

current production. Nor would the United States entertain the Soviet pro-

poal to balance German trade by arbitrarily reducing imports and thus

lo Simmarized from CFM/47A1/26 and 27, 17 mar 47. These documents are
reprLnted in full in Story in Documents, pp 441-45; extracts appear
in Documents on Unty pp 36-37
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Slowering the per capita food intake to 1100 calories per dsV. "The

United Statesm said Secretary Marshall, *is opposed to policies which

will continue Germauy an a congested slum or an econonic poor house in

the center of Europe.' 1

A few days later the Secretary urged the revision of the L•al-.o-T-

industry Plan adopted by the Oontrol Council on 26 March 1946, to ac,-

count for the following oozzi•derati.ons:

"1. The maintenance of a tolerable, standard of livirW for !-,A

German people, as provided in the Potsdam Agreement, without #x',s.
assistance, making adequate provision fors

(aý The population of GertaW foreseen in l9149;
b The possible loss to Germany of wexting resources

(e.g., the Saar);

L- .- c...:..•, noces in the plan, such as, for exar.
the shortage of power to meet planned requirements, the inadequacr o.'
planned provisior•s for certain basic chemicals, some fertilizerc1 yr
possibly steel.

3. The peacetime requirements of European countr, t , e .:- :
products and trade revival."

The United States was willing to consider limited reparatlons Iro-' .

production, but only to the extent necessary to compensate for planta o t.,

ginal1.y destined for removal but retained in order to increase the level

of industry. 2

1. CAmA-i/88, Statement by the US Delegate on Economic Principles,
31. Aar 4.7, StoEX in Docmn, pp i4.557, excerpts in Doo . oi
Unity#, p 42.

2. Statement by See Marshall on "Level of Industry and Reparations from
current production,' Story in Documents, p 41l0. It should be noted
that at the following GM(Denee lTM London), the United States
rejected absolutely the provision of reparations fro current produc-
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US Governmental Policies Stated At Moscow

In a statement on the US conception of democracy, Secretary Marshall

made it plain that the United States would insist on effective guarantees

of civil rights. For Germany, reconstruction on a democratic basis meant

protection of the individual from arbitrary police action, free organiza-

tion and activity of political parties, freedom of trade union organisation,

freedom of the press and radio, and free movement of persons and goods

throughout Germany. In another paper, a proposed directive to the Control

Council on establishment of a provisional government, the Secretary de-

veloped in more detail the principles of democracy and decentralization.

Tho.'e werp stated substantially in the form recomended by Gen Clay in

xiis policy suary of 19 July 1946 and repeated in the OIGUS directive

of 30 September 1946 governing relations between the military and civil.

governments in the US Zone. The directive also outlined certain require-

ments on which the United States would insist in passing upon a permanent

German federal constitution: (1) control of elqctoral processes by the

Laender; (2) an independent judiciary with power to settle disputes be-

tween the Laender and the central government and to protect constitutional

rights; (3) limitation of the legislative powers of the central government;

and (4) administration of federal laws by the Laender so far as possible. 1

1. Proposed Directive to Allied Control Council, Central German Provisional
Government, C7/147AM(9, 22 March 1947, reprinted, Sto in Documents,
pp 189-90, Documents on Un!it, pp 40-419 Directive, Office of iitary
Government f-r Germy (USJ) "Relationships between Military and Civil
Government (US Zone) Subsequent to Adoption of Land Constitutions,"
30 September 1946, reprinted in Story in Domments, P 155-p57,
Occupation, pp 3.46-49.
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These provisions had been included in CH3US papers prepared for the

Mosow CPM.

There were, of course,. alternate ~aof a etting up a Geumn pro-J

visional goverrAmt. OM3W presented two proposals, both of w1dah pro-

vided that the provisional governumet be built upon the Launder and

subject to popular oontrol.and that the provisional goverruent draft a

permanent constitution to be revised by an elected convention and rati-

f•ed by popular vote. ONDUS Paper No. i, based on a plan developed by

the Ministers-President of the US and British Zones at a conference in

Bremen in October 1946i, provided for a German National Council consist-

ing of the Ministere-Pregident of the Laender. The Council, vould, sub-

ject to disapproval of the ALiled Control Authority, appoint the heads

of the central administrative agefcies, who would form an fkecutive

Council. OW3TJS Paper No. 2 presented an alternate plan calling for a

Council of Statess consisting of six representatives from each Land

elected by the Land assemblies in proportion to party strength. In this

case, the heads of executive agencies -Vould be elected by the Council of

States or the Allied Control Authority,, depending on the-extent to wiich

the provisional German government -tis to be regarded as an agent of Mili-

tary Goverm• te While paper No. 2 specified that the eaecutive would not

be subject to overthrow by the Council1 neither paper indicated a method

of removing agency heads once installed.

The Department of State, which had consulted OKIUS governmental eo-

Sports through USPOAD., alio pmented two plans for provisional goveriient

as alternatives in a sinele paper. These were the sgame as the sOMUS Alans,
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except that the Council of States would have 20 members ekch for the Us,

UK and Soviet Zones and 10 members for the French Zone, plus one additional

aember appointed by each Land goverment. The plan finally selected for

presentation to the CII was Plan No. l calling for a German National Coun-

oil consisting of the Ministers-President.1

An it turned out, the establishment of the Economic Council for the

Bizone followed more closely (though not exactly) Plan No. 2. The subse-

quent formation of a West German government proceeded quite independently

of the then existing bizonal organization, but in accord with the politi-

cal thinking developed in the OIUS papers for the Moscow CIM as well as

later OMDUS writings on constitutional subjects.

In still another paper, on international control of the Ruhr, Secre-

tary Marshall made the point that, while international control to assure

equitable and non-discriminatory distribution of coal and steel produced

by the Ruhr was desirable, such arrangements "should not interfere with

German responsibility for the management and operation of Germany's re-

sources •"2

1. CM6US papers Nos. 1 and 2 and State Department paper on provisional
German government, Moscow CFB7, 1 'Swiuary of US Statements on German
Government,," ONDUS Civil Ahiuiistration Division (duplicated), KCRC.
SEC State Dept cable 329 !from USPOIAD Berlin to Sec of State,
7 Feb 47, ,WDSCA Decimal File 0-14 Germar&, RG 122, DRB. SECRET
Bramen Conference of Government Chiefsp 4 and 5 October 1946, Reso-
lution No. 3, German Laenderrat and German Volkerat, reprinted in
Occupation, pp 228-29.

2s Statement by-See Marshall, International Control of the Rubr, Moscow
Session of CFm, 10 Apr 47, reprinted in Story in Documents. pp 329-30.
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TIM NW BASIC DihTIRMMv (JOS 1779)

The general revision of JOB 1067/6 had been on the agenda of the

STC0 Subommitttee for bhrope since 17 September 19146, but activity had

been suspended from December 1946 until after the Moscow CP!(. As it

became apparent that the Coun•il of Foreign Ymiisters wmld produce no

significant Allied agreements, the revision of JOB 1067 was once more

taken in hand.

The SW3CC Draft of 11 April 1947

A working party of the SMGi1CC Subcomittee for Europe prepared the

draft of the revised directiveL, taking into account the US/UK bisonal

agreement as well as the policies enunciated by Secretary Byrnee at

Stuttgart and so far by Secretary Marshall at Moscow. There were no

major points of disagreement between the State and War Department mem-

bers of the working party.1

The draft was introduced in the State-War-Navy Coordinating Com-

mittee by the State member (Gan Hilldring) on U April 1947 with a re-

quest for priority consideration. Gen Hilidring noteds nThis paper

has to a large extent been approved by the working party, but in order

1. Brief by Danel C. Fahey) Chief of Plannirg Branch# CAD# Subjects
327/3 Revision of Directive to Commander-in-Chief of US Forces of
0ccupation re the Military Government of Germapys 20 May 1947,
CAD S31CC 327/3 File, IG 122, DME.
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to expedite final action, I should like to present this paper to the

Comuittee without waiting for final concurrence by the European Sub-

cem~ttee.. 1

As ompared with later versions ofý SWNGC 327, ihich became JCS 1779,

the draft of U1 April still tended to emphasise the original policy of

seeking to attain US objectives in Germay through quadripartite agree-

meet. A paragraph entitled "Relations Between the Control Council and

Military Government in the U.S. Area of Occupation," superseded in later

versions by that entitled "Authority of Military Government" (Paragraph

2 of JCS 1779), began by directing the Military Governor to "continue to

seek through the Control Coumoil quadripartite agreement on policies and

procedures on all matters which affect Germany as a -whole," Where quad-

ripartite agreement was not feasible, the Military Governor was either to

institute appropriate measures in the US Zone or coordinate economic pQli-

cies and procedures "with other Military Comsmanders in a position to cc!-

laborate with you for this purpose."

The provisions on government began by stating that the United States

wished "a reaffirmation of the tradition of federalism" in Germany. The

US Commander was instructed to support in the Control Council proposals

for the reconstitution of the Laender, considering.both historical tradi-

tion and modern needs.

1. SWNCC 327/, note by the Secretaries, "Revision of Directive to
Comander-in-Chief of US Forces of Occupation regarding Military
Oovernment of Germany," 314 April 1947# CAD SWNCC 327/3 File, RG
122, WB. CONFIDMTIAL
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The section of the -draft an reparations reaffiraed the Level-of-

industa7 Agreement of 28 march 1946, with the proviso that capacity in

ozone of the level provided therein would not necessarily be eliminated

until the other provisions of the-Pot~sdam Agreement should be fulfillead.

In the meantime, Milita:y Government would proceed with reparation do-.

liveries from the US Zone, but would not camplete the deliveries under

the Lovel-of-Industry Agreement or make deliveries which would increase

support required from the United States. After the period of reparation,

removals, the German people would not be denied the right, consistent

with onttinued disarmament, to develop, their resources to achieve a

higher standard of living.1

Aside from the aspects Just discussed# the draft revision of 11

April 1947 was substantially the same as the 16 May 1947 draft, ~Iown

as SWNCO 327/3,

ARevised Draft Incorporates a Now Occpation Policy

SWNCC 327/A, the draft of 312 -April 1947j, was considered by the main

committee of 515CC but on 6 mfay 1947 was referred back to the Subcoind~ttee

for Ifrope at Gen Hifldriz*'s request Nfor revision in the light of recent

derelommienta.n It is evident that thene, "recent developotentay incli~ded

the negotiations then being conducted with the British for the strengthen-

* ~ing of the bizonal economic orghnz~iation* Another "recent developomnty

lo SWMCC 3274, "Revision of Directive to Comminder-in-Chief of U.,S.
Forces of Occupation regarding Military Governomet of Gez'maW

* I 22U April 1947, CAD SIMCC 327/3 Files RD 122, DRB. CONFIDETIIL
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wan the "eturn of Seoretar Marshall from Moscowt he had stopped on 25

April In Berlin to talk with Gen Cla, and had instructed Clay "to pro-

* ~coed vi.gorousl~y with the streingtheninig of the bisonul organisation in

oonjvmction with Robertson, and to eepadte the upward revision of the

level of bisonal indwtry to inure the aef-pufficisaoy of the aoes,* 1

The SWC0 Suboommtteo for urope completed its revisions of the

U1 April draft by 16 1Vy 1947, and they were circulated to SMCC under

the number 327/3. The State-War-Navy Coordinating Committee then pro-

ceeded to mke some revisions, ubdotb vere circulated as a Hoeriguendgm.

The changes so made werI however, more than mere core-ctions. They

completed the recasting of the basic philoiopby implicit in the direo-

tives a process already begun with the 16 My revision. This is beet

illustrated by a comparison of soMe ,f the langae before and after

the Ncorrection.'

XM MTS3 FROM SW*CC 327/3, REVISED DIREOTIVE ON MILI'&I OGO MD1T
OF Oarqy

As circulated 16 May 1947, and as -corrected 20 May 1947.

dLangudsg eliminated by the correction appears at the left, 0  gtafe
added by the correction at the right, while la1nguae unaffe•-QW
the correction is printed across the pate. Laneage retained in the
directive as finally issued (JC3 1779. oii Jl 1§ 7) is underlined./

2. Authority of MIL.tar Government

Sa.Your authority an Military Governor will be broadly Construed
,o and empo p. you to take &rW action. consistent•.w•h relevant inter-
national Wreet

general forein Policies of this

Iand ith this directive. hich you dem necssary, a* roz ate or desir-
abe, .G at'Wn Yu gieromnt's obJectives in Gez'JmW or to-

1. Decision, p 174.
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b, ?=mding.arranllemnts for the effective treatment of Oer0.a

continue your efforts for the exert every .fforf to achieve
coordination of policies and economic unity with other snes.
; -oedures wdth other Zonal To this end, you vwi. press for
Cunmanders in a position to the successful and efficient
olflaborate with you for this implementation of the UeS.-U.K.

reoe. You will also continue Agreement of 2 December, 19L6 for
a *ae, throuh the Control the full economic integration of

Council quadripartite agreement the U.K. and U.S. Zonoa of Occupa-
when in your opinion such as- tion in Germany and any extension
tion appears practicable, thereof.

a. When in your opinion it appears
practicable to do so, you will also
continue to seek quadripartite agree-
ment týrough the Control Council.

3. U.S. Policy toward G•many

The basic interest of the U.S. throughout the world is lust and

The intent of your government Such a peace can be achieved onl if
toward Germany, therefore is to conditions of public orer and proas
take every possible step to in- perity are creatod ±n Europe as a
sure that Germany does not again whole*. no prro erous
disturb the peace. Europe requires the 4eonomio oontri-

butions of a stable and productive
Germay as well as the necesasar
restraints to insure that O=Erz is

-not allowed to revive its destructive
militarism.

- tY-f-' e-nd To ace lah the latter ase the
U.Sq, Gove rnment has proposed to the other occuýing owere a treaty for

Iself to maintain a U.S. Ara of eOcupa on as long as foreig ocn u o
continules* e

Without compr-imising in a way A a Positiva erygrem regairing urgent
the rigorous program of disarma- actions the U.S* Goverment seke the
ment, you will accordingly seek as creation of those Political, economic
the positive goal of military oc- and moral conditions In GermaM which
cupation the creation of those wi.l contribute most effective .to a
political, economic and cultural stable and prosperous Europe.
and moral conditions which will
facilitate the emergence of a
Germany prepared to lend its
talents to the constructive works
of world peace and prosperity. You
will-ffer assurance to the Germam
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people that they by demonstra-
tig their intention and their
ability to pursue suh a cournses
c4m ea American recognition of
GermiUi claim to an equal and
honored place awn nationa.

The revision of 16 May 1947 demonstrated an important shift in m

occupation policy. At the Moscow GPM,, the Soviet Union had shomn con-

clusively that it Van interested neither in achieving German unity,

through the Control Council nor in promoting European economdi recovery*

In the draft of 15 April, economic union of a part of Germmn had been

treated as an exception to the rule: in the 16 fay draft it became the

rule. Correspondingly, the possibility of quadripartite agreement

(uidndled to the status of an afterthought.

The change was further ephaised in the "oorrectionN of 20 May

1947. The relationship of occupation policy to overall foreign policy

vas explicitly recognized., as was the relationship of German recovery to

European recovery. The amended text directed "every effort to achieve

economic unity" and specified the US/UK Agreement of 2 December 1946 an

the appropriate vehicle. 'Wle the reference to this Agreement vas

omitted in the final directives the reason was not a reversal of the

policy shift but rather the knowledge that new US/UK arrangements were

in the making.

The changes made between 16 and 20 May 1947 in section 3 of the

draft reflect the abandonment of the philosopby of punishment and moral

superiority in dealing with Germay. Rather than r elying on the suppression
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of Gev' an the ker to peace, the United Stat.s would nov base i.

* Gmam polir an the oomm otion that peace required public orz mid

prosperity in •r•,p as a vole. Because G m s am ,maite l port

of futpe# such peace and prosperity vould require a stable and produo-

tive GerumW. The need for reetraints against poesible Geamm militar'ieA

still existed, but the had dropped to seocndazy importance ,in omparison

with tA* more iportat goal of Sktopan reoevert.

The *eocneom dlsarmemauit and reparation' section of the 16 rq we-

vision provided for the first time for an upmard revision of the level

of. idutry of 28 March 194.6. Such a revision would eliminate incomuie-

teneies in the levels left to separate but interdependent Lallastties, and

would oorreat the original asmptiom o an bodarie, population and the

ability of OermAry to market export product. in peacetime trade. It was

reoognised that Germa night be left with a higher long-ran standard of

living than other countries. Vhile the last stateament was eliminated by

the Secretaries of State, War and Navy on 21 MW 1947, it is qppeWent that

this was done to avoid offense to Allied coutrias.

The seetioa of the 16 ft draft an Oeeonomic unity and reeoveWr oozo

tained the language carried over to the final directive ea1An for *a

production and foreign trade program for GermW as a whole ifich should

be directed toward an increasing standard of living In Garmmy and the

attainment at the earliest practicable date of a eelf-eatainu Germw

eocfos.N The proceeds of exports would be used first to meet German

Import needs and second to compensate the occupying powues for past
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zpe• ture tot ssential importe. These obJectives were to be pursued

in the Control Comuch but implmentation n those mones of GuOmW

tr ad s an eaamioa unit would mot mmit quadripartite agp.m.t.

The remaining provisions of , the drft of 316 Ny A? was in gen-

oal substantiallay a issued in the ftnal directive. 1

The lNw Direotive Is Issued to Ylitary O•.at• M

At the end of the week of 19-23 Xea 1947j, Assistant Secretary of

Vat Petersen vet to visit Gen Clay in' Berlin to talk mostly about the

food situation, but also about bisonal reorginiation and the proposed

general directive. Petersen brought back with hbi Gan May's comments. 2

These included recomendationA that the directive provid that German

exports be paid for in hard currency or necoessary imports, and that the

Military Governor be directed "to eamhasise to the Oezmun authorities

the advantages of free enterprise.'

The Directive ws given its CLnshing touches in a series of War-

State Conferences and convereations between the Assistant Secretaries.

It te then approved by SNCC and referred to the Joint Chiefs of Staff,

vhich issued the Directive as JCS 1779 of 11 July 1947. Gen ClaMoy recom-

nendation on export policy was followed in substance though in rather dif-

ferent form, The language adopted nn the question of free enterprise versus

socialisation was a compromise between Gen Clay's suggestion and the imaker

1. SW0C 327/3 of 16 Naq 47 with corrzigendm of 20 o 47, CAD SWNCC327/3 lP-s ,le 122g DiM.

2. Undated note from D. C, Faher to Oen E lej, oCAD SWTCO 327/3 Fleo,
RD 122, En.
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A langae smwtelned in MM 327/3I in other reope*taP the directiveo

rpresented a ooe .ae between State end Mar Departomnt pOeate of

The geuwl eoeaudoo objectives of the US sated la JOS 1779

'a. to eliminate industry ased solely to manufaetare and to re-
duce induatry used aie.fly to support the procacton. of ause, auin-
tion and implements of wex;

ub. to eamet from Germany reparation for the losses sufered by
United Natiorn as a oonbeqisnee of Germn aggression;

go. to enoourage tke Geimsn people to rebuild a aelf-supporting
state devoted to peaceful purposes# Integrated into the econom of
Europe.

Although German econco rehabilitation was the responsibility of the

Oerman people, the Military Governor isa to provide general policy gui-

dance, to assist the developet of balanced foreign trades aul to ensure

the consistency of German effort. with American objectives.

While the general principles of the Potsdam Agreement on repara-

tionsa and industrial disarament were reaffirmed, they were not inter-

preted to limit persmntly Germany's industrial capacity. After cam-

pletion of reparation removals, the German people should not be decied

the right to develop their resources so as to achieve higber stindards

of living. The United States did not a*ee to reparation from Germsan

greater than provided In the Potsdam Agreement, nor reparations reqmi.IN

I. Memo fre• DaTiel C. Fahey to Gen Noce, Chief of CAD, 9 Jul 47, Psubjt
Revision of German Directive ,,11CC 321A CAD SVXCC 327/4s File, RD
322s M.
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direct or Indirect financiMg by the United States. The proOeeDe of author-

I.ed amports were to be used In the first place for the paymnt of author-

ised imports.

The directiv, stated the principles for a produotioni and trade pro-

gam designed to raise the German standard of living and make Oemny self-

sustaining an pepidly an possible,. German economuc rsoover required the

reorganization of German finances: the Mltar7 Governor was authorized

to take a series of interim mssares,, but ful currnea reform was st•il

to be sought through the Control Counaoi. Vile Militar7 Govermaent would

explain "the principles and advantages of free enterprises" it would remain

neutral on public ownership of enterprises in Germany except to assure that

choices for or against were made democratiaosly. Trade unions would be

free to organima• provided that they were democratically operated and that

any federation should not impair the efficiency of the amber unions.

The directive omitted any detai.led statement on denaifloationj, direc-

tine merely the implementation of the CFK decisions of 23 April 1947 as

might be eareed in the Allied Control Authority.

The political objective of the United Statea in Gaesany, stated the

directive, was to promote *a form of political ozganization and a manner

of political life which, resting on a substantial basis of, econonic well-

beigj, will lead to tranquility within Germazn and will contribute to the

spirit of peace mogn nationso. The tank of Military Government vas that

of helping to lay the economic and educational bases of a sound Oermw de-

mocracy, encour•iLng democratidL efforts and proibiting ati-demooratio

activities.
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The Military Governor would continue to promote development in Oar-

* many of institut•om of popular self-goverment and the asjumption of

direct responsibility by Germun govermantal agemcies. These vee to

be assured legislative, judicial and executive powers consistent with

military sc-rity and the purposes of the occupation. It was the US

view that the most constructive deve~lop•nnt would be the establishment

of federal German states (Laendw) and the formation of a central German

government with carefully defined and limited powers and functions. All

powers mould be vested in the Lamder except as expressly delegated to

the central goverment. The United States tý4d not wish to impose its

own form of democracy and social organisation on Germany nor would it

countenance such imposition by ar other power.

The ultimate constitutional form of German political life was to be

left to the democratic decision of the German people. Pending the estab-

lishment of all-German administrative agencies or a central governments

US Military Government would continue to arrange with other sones for the

creation and operation of intersonal German admnistrative agencies.

Political parties were to be competitive and voluntary. There would

be no discrimination and no curtailment of political rights except that

where an authorized party should adopt or advocate "undemocratic practices

or ideas" Militar Government could restrict or withdraw its rights and

privileges.

JOB 1779 concluded wlth a statement of educational and cultural ob-

jeotives designed to pr• oe a social structure in ihich democracy could
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develop and flourtsh. The free aabange of information mad i.deas was to

be sought in the Con=Uil Council. Finally, the directive provided for

the entablibsmnmt of interamtional cultural relationshaips ncl.udif travel

into and out of GeumazW a wmll an & free flow of cultural materials in

both direct~oma.1

•ThIO OF BIZOUAL O•BINZLTION AND O 1aO•C A•,(•GIM

Centralization in Frankfurt and Establishment of the Economic Council

The original German bisonal economic organization, consisting of six

separate committees with thsIr agencies in four separate locations, proved

too loose and unwieldy. Tis had been more or loae anticipated, but until

the end of 1946 US and British officials had for political reasons re-

frained from carrying the organizsational unification of the two zones any

further.

A special difficulty was caused by the unequal authority of the bi-

zonal agencies with respect to the US and British. Zones, In the US Zone

the highest units of public adminstration were the Laender, the technical

staffs attached to the Laenderrat (except for the postal and railroad ad-

ministrations) having limited technical coordinatirng functions vithout

executive authority. The British in their Zone, on the other hand# had

transferred the functions of the former Reich xinistries to centralised

zonal adnistrations %ich - in keeping idth the centralised adidnistrative

1. JOB 17T9s "Directive to Cnander-in-Chief of the U.S. For•es of Ooou-
pation,* 1. Jay 19?47, reprinted in Decade pp 552-69-2 Stoy in Doo-

e pnta, Pp 33-4 a1, and Ocu O#atio• p
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patteiu of the United Kinadon - were pecrntted to fmincaon idth pr'actcoally

* the full powers the miniutries had ezerdeed during the Hitler resgIm.

These British soul ageces wone direot organs of British Niltary Overa-

nmts iddah uierdised a close control over their activities and gas formal

issuance to the directives and instructions prepared. by these gamdies

Upon the eoonomic unification of the two moan, the new bisonul ad-

ministrative agencies took over the functions and practiclly .1 the per-

sonnel of the former British Zone agendies, re•raiting new staff ambers

from the US Zone. The result wan that the bisonal agencies, particularly

the Eocnoeics Administration at YKnden, tended to devote the bulk of their

routine activities to the British Zone. An analysis of the incomin and

outgoing mail of the Bisonal Economics Administration showed that in Jume

194•p after the agency had been in operation for almost three-quarters of

a year, it was still adminietering directly for the British Zone a large

variety of transactions which, for the United States Zone, vere decided

final•y within the Land mini•stries. 1

By virtue of formal agreements sanctioned by the two Nilitary Govarnn-

ments, the Ikecutive and Joint Comiitteeu had authority to issue binding

directives to the Laenders The Conmitteau and their administrative agencies

hadp however, no means of enforcement. This was not so serious in the

British Zone, whore the Leander and subordinate authorities were accustomed

to executing sonal orders issued by authority of British YiAtary 0overnmet,

1. Staff Study "Proposal for a Study of Bisonal Agencies and their Ad-
ninistrative Relationshipsm Jun 47, OINUS Civil AdmOnmistration Divi-
bion File, "Bisonia - Administrative Agendaes, IMCR.
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but In the US Zoe it was often difficult to obtain compliance, As Gen

btr points outd "State aOver dsmnt r whieh aere respinsible to elected

pialomenti felt that they repreented iore nearly the will of ste Oer-

Ohn people tod gtherpfor ta a cceptd lhe itulyn of ethe blisonhi agmen oa

loctantl•r and sotetimes einly after p ea wrl e required bet do hevo
Mi~t.u7 Goeo. fell

Ate ra obvtoh e e hat two the inos ad to be done* One vi a to provede

better coordination amonn the sAreghntrathve benciecs ohich wton adopt

ieretonfliMtinh plliciei and egagin ln tuorodictAonal disputesa The

other me to give them politia alagcep etbhlity b a esi•blnedhi• a Gtisonl

oand l etuoture repo eeaytin .the parliameents and eabinh of the various

Laender,2

Aiter the events of the estbwsment of ehe C om had reovod the

restraint on the p trein thenin l of the bizonal econmdc organization and

Secretady Marshall had instructed ieo Clay to proLaedd the M and British

nilitary eovennmn enta fie o n isrucinnt ihich was signed by con trao

and Gen Robertson on 29 May 1947, This agreement establiahod a parliamentary

19i Decsonsi p 1731 Biseo paper BIB/,P(46)5 (Revise)# 5 Sept 46,9 NPrelin-

wnixthin ment on the establishment of a beran a conad c arbmistrar-
2.Tonh reprinted in The Evolution of Bizonal t1 .USS~~Ber'lin 1948& AppendixThe %-taff studY cited In Note 1., P 57s

•, !points out that in the Economics Administration,, eight division chiefs
each had authority to send out amioe raphed instructions to the Land

" ! Ministries of 71conosi~cas There was no central review in the agency
S~nor even a central file of intr~uctilons issued, This locose control
, within the bizonal agency may we have been conducive to arbitrary
j ~ instructions to which the Laander objected.

t2e The Wolution of Bisont 0•anizaton, p 4.
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body known Us thl oaw=&* Council, having 52 ianbei chosen by the Lond-

tags of the eight Iaender. The loaon .e Council was aned d.ith direoting

the economio reconstruction of the Diones adopting and pri•n•gating ozdas

naneon on a var'iety of eoonmio subjects and authorining the isuuano of

inmplmenting regulations under existing legiulation.

The agreement also established an Executive Committee consisting of

one full-time representative appointed by each of the eight Land govern-

ments. The Executive Cowdttee was to recommend ordinances for adoption

by the Council, issue regulations under delegation from that body, and

coordinate the activities of the bizonal agencies.

The heads of admunistrative agencies, who were not to belong to the

ftecutive Coumittees were to be appoint-ed and removed by the Economic

Council. An specified in the agreement, "the Directors wIl operate

under the imediate supervision of the Executive Comuittee, but will

have general responsibility to the Economic Council.* Within the policies

adopted by the Economic Council and under the supervision of the Executive

Committee, each Executive Director could issue inplementing regulations Lu

his own functional field. Except for centrally administered services such

as the railroads and post office, execution of bizonal ordinances and

regulations was a function of the Land govermentes on Whom such direotivee

were binding.

The Economic Council and the Executive Crnittee were established in

Prankdumpts and it was arranged to move the various admiistrative agencies

to that city as rapidly as poesible. At the same times, U and British
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Military Governnzt estebliahed a Bipartite Control Mifoee in Fmkfvit,

headed by US ad Briti•h Co-Chaizen. The Bipartite Control Officeoe

a B30O, whieh operated midw a broad delhgatitm of athorty fro the 9i-

"prtite Board, took over the Mi•.i-ar Oovwznm C ool Gr Wid had

been soevii th vaie.e, a&ddstJ~a ve aeneded. Ud the BLYS ,t

S]Board in Bwezc.4 ontinued to _•mction an t.he f- sathr.ty, BM in

frankhrt was nov able to haidle the bulk of liaison with the Oermen agen-

ciose The Bipartite Panels for the various functional fields in Berlin

w eabolished& but their ebrs contunued to serve as advisers to the

Bipartite Board. 1

Revision of Bisonal Economic Arrangments -S 12 AJori Vote an Econ~omi

The foze4tn exchange position of the British Oovernmennthich had

been temporway relieved by a large loan from the United States, de-

teriorated again in 1947. Since bisonal food requirements had to be not

largely in the dollar aea, the British requesteA that the United States

take over the bulk of financial responsibility for the bisonal area* Ne-

gotiations for the revision of the Byrnes-Bewin Agresment were scheduled

In Washington in October 1947.

Since the Agreement no a governmt-lawel oantaent involvig the

tudgets of both the US and British Govenmenti , its revision could en7

I. ecision, pp 174-75; Zvolution of Bisonal oanstda, pp 4-5 and

no Up* -1~ema for Reozga•s~aUe of •Ifsenl lonwoAenodesm,' alao Militar7 Goveuamnt proclmtion so. 5 of 10 Ju 47j,

Zooncia CouoJIl# reprinted in Ocowation pp 229-34.
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be vmdwt~do~ on govv l levels C.loe contact vuas mintaineds nDr-OY

theleua, with the military goverments of both negotiti*ng parties. Gen

0lW metilvsed that both State and VWa Departminte deied hUs pbmnoe

snd that of Ambausador NusT. The Bzit•lh delegation similarly included

Oeeral Brovnjoi of Broitsh Military Go0vemmot. 1

Since Vhatever arrangements were made would also affect the approp-

riations required for military government, the States Treasury and War

Departments presented the case to the Appropriations Coamttees of the

Senate and House before the start of negotiations, Although no decisions

were made in these hearings, members of the Senate Appropriations Comd.ttee

made clear their opinion that if the United States "as to carry a larger

part of the expense of Germany, it should have a correeponding majority

in the control of Germany's eoonam. Such a shift of wontrol to the

United States side had already beow recoeded by Gen Clay, whose view

were supported by the War Department. 2

Before the conference actually started, Gen Clay was requested to

give advice on the way to reach financial and admnstrative arrgements

sufficiently flexible to include the French Zone at & later date, on what

political paeetione would affect revision of the Eoonomic Agreeent on

what supplies the British oould continue to furnish, and on how to apply

increased US oontrol within the existing bipartite struottre. When the

Conferenoe opened on 8 October,, Gen Clay we designated a epokesmain for

1. Cable, Draper personal to Clay, WAR 8 5h47 or 2 Sept 4?, CAD Nmerical
.File, E 122, DIM. SRTj Decision, p 177.

2. Cabless Gen moce peraonal to Gen Clay, wA 86676 of 39 Sept and VaX
86797 of 21 Sept iT, CAD Nuaerical Fie, HO 122, MRE. SEW

SECRET



"SECRET

the US Delegation, even though outranked by civilian nembere frm the

Department. of State and Army. Within the Delegation, Gen Cla .a-ued

successfully against extending the United Statee n.jority contaol from

economic to political uttere. To inuist on lowering their (the British)

status to that of a Junior partner would have made collaboration diffi-

cult if not Lipossible. In view of their flnancial position we oould

have forced their acceptance, but da•aged British prestige in Dwop

we not really to our interet.U1

Although Gen Clay had to leave on 23 October 1947 to prepare for

the London meeting of the Council of Foreign Ninistere, the War Depart-

mont kept him in touch with the negotiations, uhich were protracted. As

a condition for agreeing to US majority control in the Joint Iport-aport

Agency (JFF), the British for a tiae insisted on giving their represen-.

tatives in Germany the right to appeal a decision to the goverrmontal

level, suspending its execution. 2 In the end, however, the British were

forced to give in, and the new agreement was signed on 17 December 1947

by Acting Secretary of State Lovett and Sir William Strang.

Under the revised bizonal agreemlent the British Govermunt, after

fulfilling coudntments for Category A (disease and unrest) supplies al-

ready undertaken up to the end of 1947m was required only to supply a

specified quantity of Category A goods froe the sterling area during the

l.. Decion, p 178.

2. Cables, Draper personal to Clays WAR 90%34 of 15 Nov and WAR 90829
of 20 Nov 47, CAD Numerical M•l•, R 122, WRE. SWREa
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caledar y 1948, It also aged to ake available aum to be wed

for Category A purchaasa from the sterling area, but such purchaaes would#

so far as poesible, avoid direct or indirect dollar & Waon the UK* TheIbalance of Category A requirement• would be provided by the US. The British

agreed to convert sterling held by the Joint Foreign Echange Agenu into

dollars, but the momt to be converted was liAited to 44O0,OOOOO through

1948 in order not to aggravate the dollar difficulties of the UKe

* The British Governmunt r ecognized that the United Stateep by under-

taking the major contribution toward the coat of bisonal imports, had be-

come entitled to a majority voice in the Joint ftport-Import Agency and

the Joint Foreign Exchange Agency. The 1946 bizonal fusion agreement wa

accordingly amended to grant each side a voting strength proportional to

the appropriations made available by the respective govermmnta. It us

further agreed that both parties would endeavor to develop, at the earliest

possible date, a German econom that could be maintained without further

financial assistance from either goverzment. 1

The Final ReorgSaniation of Bizonal Maohiner

The governmental stracture created by the first bimonal reorganiza-

tion of Maq-June 194" did not work very well. A suall conservative Mjor-

ity controlled the Economic Councils while the Social Democrats domnated

the Exemtive Comattee. The two bodies quarreled, and the Council tended

to bypass the Condttee in dealing with the Executive Directors of the

1. xtension and Revision of Bisonal Fusion Agreemint, 17 Dec 7, Depart-

mant of State Bulletin of 28 Dec 14, pp 1262-67J reprinted in Detdes
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agmncies. It was difficult to secure necessary legislation in te Council,

and the Laender delayed in executing the laws freqpently chll-egin the

anthority of the bisonal organization. The need for a further structural

refora became aparent.

Once again, the reorganisation was postponed until after the comin

CFM meting, even though hopes of agreement with the Soviets were scant.

After the London meeting of the CFK had collapsed on 35 December 1947s

Generals Clay and Robertson presented their Joint reoom•ndations to

Secretary of State Harshall and Foreign minister Berin. One mwe effort

was proposed to obtain Soviet agreement to a currency reform, failing

which it would be carried out in Western Germany if France would agree

or in the Bizane if France refused. A plan was also introduced for

giving political character to the bizonal administrative structure by

a direct election of the Economic Council in the early smmer of 194 8 .

It was propsed to continue participating in the Allied Control Council

unless that body should be broken up by others i o stay in Berlin regard-

less of Soviet pressures and to welcome French collaboration without put-

ting pressure on France. These recommendations were accepted by the two

Foreign Secretaries, who instructed Gen Clay and Gen Robertson "to improve

the political organization of the biscnal area without delay," leaving de-

tails and procedures to the discretion of the two Military Governors.

In the second and final bisonal reorganization, no less than in the

case of its predecessor, OMIUS proceeded without guidance from Washington.

The oUtline 'for the now bisonal structure vas developed by the OMDUS Civil

Adiniatration Division and its British counterpart and was presented to a

v',Irn64
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conference of Qezan offl.als on 7 Jauary 1948. Representatives of the

Laender and the ewxting bisomel agencies wore ivited to present their

suggestions and ooanter-proposals and a series of m.iitaxy goverant and

Gerson ocottewe were formed to di scuss legislation carrying the reor-

ganisation into effect. As it turned out, at a further major oonferweoc

on 26 January 19$, the Germans vere not in agreement among themuelvee,

so that the two zLlitary govertuents had to make their own decision re-

gardin the appropriate bi.ona.l utuctureo

Washiqgton would not have become involved in the process at alls had

not the French Government presented an aide-memoire objecting to the pro-

posed rewonanisation as creating too strong a central govermuet. This

French protest was not taken terious•y in Washington. CM3S vu informed

of the intention to reply to the French that the United States found a

more workable bisonal organisation necessary, that the French were always

welcom to Join the zonal ±usion in which case they would participate in

all proceedins including reorganization and, finally, that the question

of an ultimate West German Government remained npre=judiced. Following

a memorandum from Gen Clay concurring with this intention, the State De-

partment replied to the French Government on 2 February 19488, affirming

the United States, intention to proceed with bizonal organization. 1

The reorganization, Which was of•iciall proclaimed on 9 February

1948 by Gen Cla and Gen Robertson (Proolation No. 7 for the U.S. Zone),

1. Cable, O•VS to CmC=R, MM 94105 of 35 Jan 19148, CAD Numerical File,
SO I122,# D . SECRET Deoision 179
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increased the membership of the Economic Council from 52 to 10p, the new

members being selected by the Landtage on the sam proportional basis as

the original members. The Eneottive Comeittee was abolished and replaced

by an upper honus or Laenderrat composed of two representatives designated

by each Land government. The Laenderrat was empowered to inform itself on

all legislative and administrative matters and to initiae legislation ex-

cept on taxation and appropriations. It had limited power to amend or

veto legislation passed by the Economic Council. The latter could ,eject

Laenderrat amendments by a simple majority and a veto by an absolute

majority of its members. Since it was contemplated that the Ministers

President of the several Laeander would themselves participate in the

Laenderrat, that body became the principal channel for inter-Land coopera-

tion within the two Zones.

The directors of the various administrative aggmmi- -.---------- ua4; .i-

gether as an Executive Committee (not to be confused with the previous

txecutive Committee) which was actually an economic cabinet. The Chairman

of the Executive Committee had no departmental responsibilities and was

eP(ivalent to a Prime Minister for economic purposes only. The entire

Executive Committee was elected by the Economic Council, the Chairman

being aluo confirmed by the Laenderrat. The Council could remove the

Committee or individual members by a vote of non-confidence, confirmed

by the Laenderrat in the case of the chairman and by the Bipartite Board

in all cases.

At the same time that the legislative and administrative structure

for the Bizone was reorganized, a German High Court was established for
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the eombined economic area to take final Juriasdiction in legal cases in-

volng lam passed by the loonomia Council or rmulation. Isseed there-

ndei.. This reorganisations the final reform of bisonal German govera-

mental structurej was accompanied by a reorganisation of the Bipartite

Control Offioe under which the parallel United States and British staffs

were integated under a single line of supervisions except for the joint

US and UK Chairm•n."

PRONBL OF STAT N-FOWU S IAISON

The coordination on mtters of occupation policy achieved between

the Department of State and Ot(US at the Moscow Gm had been only two-

porary. Immediately after that conference$ Hiddleberger, 14ndleberger

and Cohen, the ambers of the US Delegation most concerned with problems

of German goveraent, left the Department. 2

Although the Department of State continued its interest in German

affairs, it failed to take advantage of the offer made by 01VUS to es-
tablish close liaison and coordination. The result in that two separate

policies developeds an OMDUS policy and a State Department policy. Since

the War Department with few exoeptions supported the recmmsidations of

Gen Clay, there ensued friction between the two departmenta in Washinton.

Whenever the Department of State was drawn into German problems by

1. The Evolution of Bisonal Organization, pp 8-13, and Appendices III and
IV Containing Military Oovermimt Proclamations Nos. 7 & 8 respectively.

2. Riddleberger Joined Ambassador Murpb's staff in Berlin, later sue-
ceeding hin as Political Advisor.

VIC-67

SECRET



SECRET

diplomatic negotiations, there was a hasty last-minute exchange of in-

formation and reconciliation of ideas. In negotiations among the Mili-

tary Governors, however, OMGUS pursued its own policies with little or

no guidance from Washington.

The first reorganization of the bizonal governmental structure was

a case in point. After Secretary Marshall had instructed Gen Clay to

proceed, Washington's participation in further developments was insig-

nificant. Gen Clay reported by cable the progress of his negotiations

with Gen Robertson indicating particularly his fear that the reforms pro-

posed by the British might result in excessive centralization of govern-

mental power. On 7 May 1947, the War Department sent to Gen Clay a cable

giving agreed suggestions of the Secretaries of State, War and Navy on

avoiding this contingency. Powers exercised at the bizonal level should

be carefully limited, and final legislative powers should be reserved to

the Military Governors.1 Apart from this cable, however, the records of

the Civil Affairs Division indicate no guidance supplied to CHOUS in

connection with the first bizonal reorganization.

The failure of the State Department to coordinate its German activi-

ties adequately with OMGUS did not mean that the Department had become en-

tirely passive. On the contrary, it evinced a tendency to inject itself

into inter-Allied negotiations in such a way as to embarrass OCGUS, which

often did not expect such intervention. Such incidents sometimes occurred

1. Cable WDSCA PL to CINCEUR for Clay, WARX 97686 of 7 May 1947, CAD
Numerical File, RD 122, DRB. SECRET
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as a result of comuuncationr from USPOLAD to the State Department (which

were not always cleared with Ambassador Murphy), following which queries

and sometimes pointed suggestions would come back to OMIUS through War

Department channels* The friction thereby engendered led Assistant

Secretary of War Petersen to write to Gen Milldring on 16 July 1947#

suggesting that the War and State Departments agree on the following

policy statementr

"It is recognized that German problems which cannot be resolved in
Germany must be resolved at govenmmental level. However, in the inter-
est of better coordination, such problems should not be discussed in
detail elsewhere until discussions have proved fruitless in Germany.
When questions relating to internal German problems are raised at govern-
mental level, wherever practicable our government should suggest to the
other governments that the question be first referred to Germany for con-
sideration by the military governments concerned so that they may submit
their views to their respective governments before the problem is con-
sidered at the governmental level."

While circumstances might warrant exceptions to the proposed policy,

Petersen continued, he had no doubt of its soundness. 1

While later correspondence indicates that Petersen's proposal to

resolve all questions on the Military Government level so far as possible

was accepted, 2 there was considerable lack of clarity regarding Gen Clay's

1. Letter, Asst Sec of War Howard C. Petersen to Asst Sec of State
Gen John H. Hilldring, 16 July 1947, CAD Decimal File 334 SWNCC2
RG 122, DRB. SECRET

2. A case in point is covered in cable WAR 88177 of Ui Oct 1947 from
Gen Clay (temporarily in Washington) to his deputy Gen Hays, CAD
Numerical File, RG 122,f DRB. CONFIDETIAL
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authority, even though this authority had been newly defined in Directive

JCS 1779 of 13. July 1947* As explained in War Department internal memo-

randuz of 29 August 1917 &

"...The desk officers and career officers in the State Department
have had a tendency toward telli-g General Clay how instead of Vhat to
do concerning the occupation while the War Department had generally
considered General Clay capable of determining and conduicting necessary
negotiations satisfactorily. The issue has been further complicated
through general neglect to utilize official channels between Washington
and General Clay. The official channel is through the JCS, but, in
practice, this channel has been disregarded and the majority of com-
munications have developed into personal messages.

"Another factor which caused some friction resulted from attempts
by representatives of other nations who, not being able to make their

int with Clay, attempted to exert pressure by appeals to the State
partment through their respective embassies. Until recently the

State Department has lent a sympathetic ear to these pleas but has
agreed to discourage these end runs in the future."

Still another problem resulted from requests by the Department of State

for measures requiring additional expenditures for which neither the

War nor the State Department had the appropriations. A case in point,

in the economic field, was the request to ship part of the German im-

porto through the Benelux ports for political reasons* This would have

cost five million dollars annually for which no funds were available.1

The conflict between the State and War/Army Departments in Washing-.

ton had its inevitable parallel in dissension between the Office of

Political Affairs (USPOIAD) and OMGUS in the theater. The main competi-

tor of USPOLAD was the OMQUS Civil Administration Division, which as

1. Memorandum, subject: uPoints of Difference Between the State and
War Departments Concerning the German Problems" from Col Henry A.
Byroade, Chief, Military Survey Branch, P & 0, to Gen Norstad, Chief
P & O, 29 Aug 1947, P & 0 Decimal File 091 Germany, IB. CONFIDETIAL
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early as 1946 took over certain operating functions of USPOLAD, playing

at the same time a growing role in the development of policy. For a

whiles a modus vivendi was attemipted based on a division between politi-

cal affairs, which r arralned the province of USPOLADO and governmental

affairs for which the Civil Administration Division became responsible.

It soon proved, however, that the two couid not be separated. Since the

Civil Administration Division was AxUly under the command of the Military

Governor, while USPOLAD owed its primary allegiance to the State Depart-

ment, it was natural for Gen Clay to refer problems to his own subordin-

ates when in doubt.

As liaison between the State and War Departments deteriorated during

the latter period of military governtent, Gen Clay felt increasingly the

need for political staff officers who would support him without qualifi-

cation, and who would not initiate pressure from above via another de-

partment. As the Civil Administration Division demonstrated its capacity

to deal with broader political problems, the Director of that Division

became the de facto political adviser. Both in the negotiations on bi-

zonal organization and in those on West German government and t rizonal

fusion discussed in Chapter 10, technical planning and advice were the

exclusive province of the Civil Administration Division.

VIII-71

"SECRET

' .---



SECRET

Chapter 9

TM3 MARSHUl PLAN AND THE DISMANTLUG ISSUE

ImUsIo' OF wwwN" In TIM EUROPEAN RECOVP E PROteAnI

From the very beginning, it was understood that the European

Recovery Program would have to include Germar. because West Euro-

pean economies were dependent in varying degrees upon German prod-

ucts. On 20 June 1947, two weeks after Secretary Marshall had

broached the program at Harvard, the State Department circularized

US ambassadors in Europe, asking for information to be used in

planning an American aid program. The same message was sent through

the War Department to OIGUS, asking what role the Western Zones of

Germany could play in West European rehabilitation, what assistance

Germaiy would need and could extend, and how Germany eould contribute
1

most to European recovery.

E1arly in July 1947 the Secretaries of State, War and Navy ap-

proved the following statement on Germarms role in European economic

recovery:

a. The United States is willing to have occupied GermazW
collaborate ful•y in preparing European proposalse, No
initiative on the part of the US Zone is called for,
but the occupied area must be represented in European
planning.

1, Cable, 4DSCA to CINCEUR personal for Clay, WARX 80548 of 20 Jun 47,
14GMU Historical File 419/5, KCR. SECRET
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Mhap 9

be Where noX al and therent of Europe would invo)v increased United 8taros e-Pen44tu.es, funds to cover ouch expenditures should beProQided.
O. )dl.tarY GovernMent will oonAzIlt European governments an4tnternatLonal organizations to insure that the qpontProVOM emphasizes goods needed for economje reeqvery and3ehab4utat4on of S•ope.
d. Substantial transacttons w•ilch would assist reoovery but4o not oolitorm to the foregoing principles wou4co . e.torrQg4 to the United 8tates Government for decision,
The Init44 Buropon recovery conf•rence hold in Pa4 iz- July

1947 established the provisiona! C*=uittee of European Economic Coopera-,tiOe (aEW) to foe•ulat4 European needs for recovery and rehabilit~tion.
This c0.4ttoe decIded, at the outest of its operations, to ask theco0iR4Mrers Un chief of the occupied zones of Gerrany for the pame infor-mation rec•es~pd froz part Pa pating countrion?. The WO appended toits roport of 21 September 1947 a note entitled "Problems Relating toGw $m t, agreed by those participating countries which had been at warwith Germarw. This note stated the relation of Gerzan recovery to

European recovery in the following termas
"Il, For the purpose of drawing up a European balance sheet of

resourtw s And requirement
0 , it is Indispensable to takq account of

GermAar, 4inpe that eopnoqv has been, In the past, and b7 the nature of
thinfla 411 oer4n., closely tied up with the economic system of otherZUmpean countries...

21 04 MMt ONcU, W 81734 of 10 JU2!y 2947, a=3~ Hintorical.
I. 3.canittoe OT European XConoMiC Qpoperation, q t 

Paris,21 $t 19470 Vol, 1, P494 10 (Department of SRt., elf cAtion 2930,
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"2. The German economy must not be allowed to develop to
the detriment of other European countries, as it has done in the
past. But, if European cooperation is to be effective, the German
econonW must be fitted into the European economy so that it my con-
tribute to a general improvement in the standard of livinge. .. An
increased production and export of Ruhr coal is in fact essential
for European recovery, and both coal and coke shold be fairly dis-
tributed between those countries, including Germsan, which depend
on the Ruhr for their supplies. The machinery, raw materials, food
and other supplies which are required to inorease Ruhr coal produc-
tion deserve high priority in any program of imports either in
Germay, or into Europe as a whole.

"3. Other Western European countries cannot be prosperous as
long as the econony of the Western Zone is paralysed, and a substan-
tial increase of output there will be required if Europe is to be-
acne independent of outside support. In planning this increased
output, account should be taken of the essential rods which Europe
needs from Western Germany, which, like the participating countries,
will require help, particularly as the requirements of security will
make necessary important changes in the structure of her economy."

Bizonal Germary, the note continued, contained from 8 to 10 million

more people than before the war. To achieve economic balance by the

end of 1951 it would have to increase its exports above the pre-war

level while adopting an expanded, though still austere, import program.

It was essential that both the participating countries and Western

GermarW become self-supportingt "If either achieves viability only at

the expense of the other, the Burbpean economy will still be unsound."

Finally, the German tariff should be revised so as to promote inter-

national Trade Organization and other international economic organiza-

tions as soon as feasible.

Secretary Marsha.l, in his Chicago address of 18 November 1947

on "Problems of European Revival and the German and Austrian Peace

4. Appendix B to General Report of •C, 21 Sept 1947, Vol. I
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Settlements," emphasized the need for a restoration of German produc-

tion under proper controls as part of the general European Recovery

Prograa. While it was intended to keep Germany demilitarized and to

avoid the creation of economic power that a future German Government

could use as a weapon for furthering nationalist policies, tlhe attempt

artificially to limit German peacetime production would render impossible

the economic revival of Europe. There was an admitted dilema, said the

Secretary, but the solution advocated by the United States was to establish

safeguards so that the industrial potential of the Ruhr would be used for

the benefit of the European community an a whole. Refuting the charge

that the United States had given priority to the restoration of Germany

ahead of other countries, Secretary Marshall pointed out that German re-

covery had lagged so far behind the rest of Europe as to retard the whole

effort for European recovery. Industrial production was less than one-

half the pre-war eate, and food suppliec were seriously below the minimum

requiremant for health and efficiency. In fairness to the American

taxpayer, who had been contributing hundreds of r!.llions of dollars Amu-

ally to support the US Zone, Germany must be made self-supporting as

quaickly as possible. 5

5. "Problem of Europea= Revival and German and Austrian Peace
Settlements," address by Secretary George 0. Marshall at
Chicago, 18 November 1947, reprinted in Story in D•o•_ents,
pp 9 - 13.
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President Truman's messages of 19 Dec.ember to Congress proposing

a program for US aid to European recovery made specific provision for

Western Germr. 7he relationship between aid to Germarq under the

recovery program &nd the .iniu assistance granted through Military

Government under the Ndieeaee and unrest" formala, was explained as

foll.owas

"The productive capacity of the highly industrialized areas of

Western Germany can contribute substantially to the general cooperative
effort required for Fluropean recovery, It is essential that this pro-'
ductive capacity be effectively utiliued, and it is -especially impor-
tant that the coal production of the 1khr continue to increase rapidly.

"Every precaution must of course be taken against a resurgence
of militar7 power in Germany. The United States had made clear on marq
occasions its determination that Germany shall never again threaten to
dominate Europe or endanger the peace of the world. The inclusion of
Western Germany in the E.uropean Recovery Program will not weaken this
determination.

"As an occupying power in Western Germany, the United atates has
the responsibility to provide minimum essentials necessary to prevent
disease and unrest. Separate appropriations will be requested for this
purpose for the period through June 30, 1949.

"Above this minimum level, amounts needed to assist in the re-
habilitation of Western Germany are Included in the over-all estimates
for aid to European recovery."

The War and State Departments agreed that the details of inteo-

grating the bizonal area into the European Recovery Program would be

worked out in Europe. In September 1947 instructions were sent to have

a U/K delegation represunt the Bizone in the deliberatiods of the CE0.

There was at first disappointment in Bizonia when it was learned that

Germany would be represented only by the Military Governments. This

SERE
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reaction was later overcome in part when German technicians were per-

6
mitted to work directly with those of other particip&ting countries.

The problem of German economic recovery was intimately con-

nected with the questions of reparations, dismantling of reparations

plants and the permitted level of industry. Both Washington agencies

ani OMC;JS were aware of the po..ential ccnflict between the reparations

program involving removl of Germ•a, industrial caacity and the recovery

program which aimed at inureasing German production* For a time it was

believed that the dilemsa had been avoided by restricting dismantling

and removal to plants that were genuinel4 surplus in the sense that the

Germans could net use them in the foreseeable future* Congress, however,

did not agree and the dismantling of reparations plants became a major

issue. In the hearings and debates and in the policy discussions in

Washington and the theater, it becamo appareuL that reparations, the

level of industry and recovery were coordinate parts of an overall

economic problem demanding integrated 'Wreatment.

THE HVIED LEVEL-OF-INIUSTRY PLAN OF 1947

At Moscow in April 1947, after the CFM had reached a deadlock,

Secretary of State Marshall agreed widh British Foreign Minister Ernest

Bevin that the approved level of industry for the BLzone should be revised

6. Cable, WDSCA to CINCfUR, Clay personal from Noes, WAR 85540
of 3 September 1947, CAD Numerical File, RG 122, DHB.
MUET Decision 215.
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upward, providing additional industrial capacity to assure the self-

sufficiency of the area. The new level of industry was to be announced

by 1 July 1947, and a new shortened list of plants available for

reparations was to be published by 15 August. Passing through Berlin

on his way homo to Washington, Marshall informed Gen Clay of this

decision. 7

Dispute Between the State and War Departments

Without further guidance from Washington, Clen Clay and his staff

joined with British Military Government in developing the new increased

level of industry. Initial differences were rapidly resolved by a

bipartite working party. The State Department, however, was working on

the same problem without reference to O0¾US. On 26 May 1947 it presented

a paper to SWNCC containing instructions to be issued to Gen Clay on

executing the agreement which Marshall and Bevin had reached in Moscow.

On 13 Juze Gen Clay cabled that the working party had agreed on a

revised level of industry which would make the bitonal area self-supporting.

He proposed that "it be announced as the final level of industry plan for

US and UK Zones until economic unification is obtained..." Upon receipt of

this cable, the proposed SWNGG paper was withdrawn as unnecessary.

7. Decision, pp. 174, 321.

C8. able, OMGUS to WD, CC 9520 of 13 June 1947.(WD CM-IN 2121 and R228),
GAD numerical file, RG 122, DUB; Memorandum, Gen Noce, Chief, (AD to
AS/W Peteraen, 15 July 1947, WD3CA decimal file 387.6, RG 122, DRB.
SECRET
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The revision of the German level of industry war related not only

to the question of reparations but also to that of restitution, since

numerous items of capital equipment in German factories were the subject

of Allied claims. A major dispute over both subjects arose between the

Department of State and OMHUS, with the War Department acting as Wash-

ington advocate for the views of Gen Clay. As Gol Cheseldine of the

Planning Branch of CAD reported to Gen Noce, "the delay in making a

governmental decisions to which indecision the War Department is a party,

has placed Gen Clay in an untenable position from which he has thus far

unsuccessfully sought escape."
9

The issue between the Departments of State and War, as outlined by

Col Cheseldine, was as follows:

"...The econonc merger of the US-UX Zones has resulted in the
establishment of a new level of Industry. This level...will reduce the
industrial equipent available for reparations. Reduction in lavail-
abilities' will require a revision of lists submitted to IARA. Meanwhile,
restitution policies directed from Washington would require Gen Clay to
make restitution 'on top of' or 'in addition to' reparations removals, thus
affecting the agreed level-of-idubstry.

"The State Departaent has evidenced a philosophy which stems from an
assertion that 'we are coi•itted to a reparations program,' and 'we mist
restitute regardless of its effect upon the level-of-industry,' and twe
cannot deny reparations or restitution merely to benefit the German level-
of-industry."

"The problem, then, is to establish a policy of priority for (a) level-
"of-industry, (b) restitution, (o) reparations."

9. Memorandum from Col. R. 4. Cheseldine, C07ief, Planning Branch, CAD to
Gen Daniel Noce, Chief, CAD, 14 July 1947, GA-D decimal file 361.0
G rmanY, RG 122, DRB. SEXRET
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The Policy on restitution to ex-enow countries, Cheseldine continued,

was too broad in scope and not properly coordinated with British policies

or with the peace treaties. Referring to several cables from Gen Clay

which were Ijing unanswered in the State Department, Cheseldine noted that,

except for the 2 July level-of-indastry cable (see below), "all we have

been able to get from the State Department thus far is a remark from

Mr. Gross of Gen Hilldring' office that 'Clay and State are miles apart in

10interpretation of restitution policies' ."

Gen Clay's instructions were to reach agreenent with Gen Robertson

on the revised level of industry and publish the results in Berlin. Although

he kept Washington informed of the negotiations. there was no requirement

that he submit the proposed agreement for approval in Washington. Since his

questions on reparations and restitution had remained unanswered, he was

forced to use his own Judgment. This was that the most important task of

Military Government was to make Bisonal Gerzma self-supporting.

On 2 July 1947, however, a cable prepared by the Department of State

was sent to Gen Clay, commenting first on the level-of-industry plan with

respect to various industries. The cable then stated that mremarks above

are subject to general US reservation on which we cannot com•ent technically

from here that new level of industry plan will produce substantial reparation

deliveries from bizonal area to IARA countries.* The United States, the

cable asserted, was "committed to deliver...capital equipaent...at expense of

future German standard of living." Gen Clay's position was accepted "on

10. Ibid.
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assumption that reparations demands of IARA counties are not being

sacrificed to long run standard of living benefits to Giermany." The cable

concluded by urginC ý-ptd Im rfsolyvin' :iemalning disagreements and joint

publication of the agreed level-of-industry plan by the US and British

delegations at Berlin and in the Inter-Allied Reparations Akency.

Gen Clay replied by raising the basic question whether US policy

intended to satisfy reparations requirements first, or to establish a new

level of industry with reparations from whatever industrial excess might

result therefrom. He stated:

"*If the delivery of such plants to IARA nations is the governing
factor ... request you advise us as to the minimum demand deemed essential
for IARA nations, as this would automatically fix the level of industry to
be left in Germany. Our calculations have not been based on delivering any
specified cuantities to IARA nations. They have been on the need for a
German industry which will provide a self-supporting econoaW with a low but
reasonable standard of living which will contribute to European recovery..." 1 2

The issue presented by Gen Clay called for either a clearest statement

of policy by Washington or a clear authorization by Wfashington for the deter-

mination of policy in the theater. The planners in the Civil Affairs Division

of the War Department reconmended that Gen Clay be authorized:

"(a) To establish a new bizonal level of industry.

(b) To declare a new list of plants and equipment excess
to that level, regardless of any previous declarations.

11. Cable, WD to OI4QJS, WARX $1354 of 2 July 1947, CAD numerical file,
RG 122, DPB, SECRET

12. Gable, ONGUS to WD, OC-9790 (CM IN 926) of 6 July 1947, CAD numerical
file, RG 122, DRB. MCBET
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(a) To hold up all allocations and deliveries until all reutitum.
tion claims are filed and !'-yestigated mo that equipment
restituted could be replaced from the reparations list.

(d) To resolve restitution to ax-mne countries in accorda•.oe
with .peaoc trsaties end quadripartite agpeementa.n

An Col Cheseldine pointed outs "CAD has been prevented from discussing

these basic issues with those in the State Departaent who are at the

economic vorking level because our contacts are with the Hilidring

Office." There were several individuals in the German Affairs Section

"who hold strong opinions on reparations and restitution which are not

in accord with those of Gen Clay. It is known that dangerous implications

often appear in cables which they draft and they always cause Gen Clay

to reply in tart language." Cheseldine recommended that the issue be

settled by the C'umittee of Three, consisting of the Assistant Secre-

taries of State, War and Navy. 12a

The Revised Level of Industry is Published in Spite of French Objections

Gen Clay, who had received no further guidance after Uhe cable of

2 July, completed his negotiations with Gen Robertson. On 13 July he

cabled that an agreement stating now levels for each category of industry

had been reached and would be formally signed and released to the press

on 16 July 19477, an advance copy going to the French as a matter of courtesy.

Gen Clay added that unless directed to the contrary, he woald adhere to hie

previous decision to revise the list of reparations plants and equipment,

12a. Memorandum from Col R. M. Cheseldine, Chief, Planning Branch, CAD to
Gen Daniel Noce, Chief, CAD 14 July 1947, CAD decimal file 361.0
Germany, R 122, DOt. SECRET
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even though the Inter-Allied Reparation,, Agency would not be pleased.

iMIews of the agreement was not tightly held, since the Berlin newspapers

of 13 July carried the full story with the announcement that the agreement
13

would be formally released three days later.

Late in the afternoon of 14 July 1947 the State Department delivered

to the Civil Affairs Division a draft cable directing Gen t)lay to suspend

finalizing and publishing the revised level of industry until he had

received an answer to his 6 July cable on the basic issue of "reparations

versus level of industry." Gen '.Noce, however, refused to dispatch the

cable, which he believed would give Gen Clay the impresuion that his policy

of placing the level of industry first and reparations second was about to

be reversed. If such were indeed the case, Gei, Note considered, the reversal
14

would have to be decided by a hiher level. As far as Assistant 6ecretary

of War Petersen was able to ascert•a•n, hoth t.i *3euretvarie, of NaLr and State

su'?,)rted the level of industry af•reed in th thA.q.m.

In the meantime, however, a new element intervened to delay publi-

cation of the revised level of industry plan: a formal protest from the

F~rench Government. There was no intention to withdraw or modify substan-

tially the level-of-industry agreement because of French objections. At the

13. sable, OiOGUS to .-D, CC 9862 of 13 July 1)47, jAD numerical file, RG
122, DIM. SBEORT; Memorandum from Gen goce, Chief, jAD to )r. Petersen,
AS/, 15 July, 1947, UiDSCA decimal file 387.6 Germany, 1G 122, DIB.
MEOTM

14. Memorandum from Ifoce to Petersen as cited in IVote 13.
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same time, however, the desire for eronomic merger of the French Zone of

Gersoruy with Bizonia made it necessary to deal vith the situation tactfullY,

even at the cost of some delay. Secretaries Miarshall and Bevin therefore

agreed to suspend announcement of the revised level of industry until after

a conference at which the French could express their views. Ibis con-

ference was held in London from 22 to 27 August 1947.

The Department of 3tate instructed Ambassador Douglas, the US re-

presentative in the London level-of-industry talks, that while the French

Goverment ws to be permitted to express its views , the United States and

Great Britain alone would make all decisions regarding t4he bizonal area until

the French might agree to join. The instructions continued as followas

*You should support vigorously the level of industry agreement reached
by Clay with Robertson and defend it against any su ,estions from other
nations for modification. If in your judgment there is a genuine threat to
the success of the European economic plan or if denmoracy ir, Prance will be
threatened unless changes are made in the new level of industry you shoul-V
transmit to the Dept- tJ iLi-a f yoursei• and your addlsert tosethcr with
the French and British views. Final determination of the US pos will bejoordiinated vi'th the W'D ýers."

If the French should rtise the question of joining their zone with the Bizone,

Ambassador Douglas we., Instructed to a.y that while Frvnah adherenci, i' .ld

be welcomed, decision on the bisonal level of industry could not be delayed
15

pending discussion of such a proposal.

15. Cable, from WDSXA from Draper to CINCGR personal for %lay, WAR
84572 of 19 Aug 1947, repeating State Dept instructions to Ambassador
Douglas, CAD numerical file, IM 122, DMO. 3SERET
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In the meantime, US and British Military Government had been develop-

ing a plan for returning the Ruhr, coal mines to German management under an

over-all German control organization supervised by the occupying powers.

Although the French were concerned with the allocation of coal, they were

not a party to the negotiations on the organization of the German coal

industry within the US and British Zones. Much to the surprise of the War

Department, the diplomatic note sent by the Department of State agreeing to

the level-of-industry conference invited discussion on "Management and

Control of the Coal Industry in Genarny." Assistant Secretary of War

Petersen hastened to cable to Gen Clays

"ThiB never approved "y as and unknown to us until today. This idea
has never even been hinted to us by :.ate. I am at complete lose to know
%hat to do." 16

In the August 1947 level-of-industry talks the US and British dele-

gations maintained their positions. A joint US/UK/Frenoh communique of

28 August pointed out that (-aiuzi rvuaabilitation was not to take precedence

over but was to be coordinated with the rehabilitation of Europe. The

question of international controls over the Rluhr was reserved. It was made

clear, however, that the revised levil-of-indtstry plan would be p14aced in

effect in Bizonia without delay, notwithstanding French objections. 17

16. Cable, AGWAR personal from Petersen to CINCEUR personal, WAR 82764 of
25 JuY 47, OMCUS decimal file 091.3, KCFIK. SWRET (downgraded from TS).

17. 1evel-of-Industry Talks, Aug 22-27, 1947, Commnique issued jointly by
the US, the UK and Framnce, 28 Aug 1947, Dept of State Bulletin, 7 Sept
1947, pp. 467-4721 reprinted in Decade 562-563.
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The industrial capacity to be retained in Germany under the 1946

lsvel-of-ildustry plan would have sufficed for production equal to 55

percent of the 1938 level or between 70 and 75 percent of 1936 production.

The new plan retained sufficient additional capacity in the bizonal area to

approximate the German level-of-industiy in 1936, a ,year of neither boom

nor depression.

The sharp reductions of the 1946 plan in the metals, machinery and

chemical industries were modified so as to leave a capacity sufficient to

produce from 5 to 10% less than in 1936; The new plan was based primarily

on the requirement to make bisonal Germany self-supporting. Consideration

had been Jgiven to the increase in population due to the influx of expellees,

changes in price relationships, and the need for increasing exports from

Rizonia by 15% above the level of 1936.

In the basic steel industry, however, the 1947 level-of-industry

plan sbill providod fur a silnificant reduction in capacity. Although the

parmitt:= level of industry had been raiand from 7 m4114•+y, -;In

of Gor~nny in the~ 1946 plan to 10-7 million tons fort -. 2~

figure was o0-1., 7- of the 1936 production of 14.9 million tons and only

56% of the existing steel capacity of 19.2 million tons. Thus 44% of the

bizonal steel capacity was left available for reatitution,'reparations, or

destruction.

The revised level-of-industry plan for the US and British Zones was
is

published on 29 August, 1947. In October, 1947 the US and British

18. Dept of State Balletin , 7 Sept 1947, pp.467-472; reprinted in DecAe

563-56s, also in StoMinDant0.ui •57-3 62. 1
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Military Governors published a revised reparations list containing 683 war

plants and advanced delivery plants that had already been listed for

reparations, plus an additional group of surplus peacetime plants available

for reparations from the bizonal area. The revised list contained a total

of 859 plants as compared with about 1500 considered for reparations under

the 1946 level-of-industry. The net effect was to save approximately 641

plants for the Germans. 19

REPARATIONS DIS4ANTLING 33COH&S A POLITICAL ISSUE

The Reparations Program is Criticized in Conaress

The inclusion of Germany in the European Recovery Pro ,;ram committed

of US funds to develop German productive capacity. This occasioned criticism

that the reparations pro:.ram, which involved the dismantling of industrial

capacity, was bein; conducted at the expense of American taxpayers.

The first political skirmish over reparations occurred even before

the Marshall Plan had been announced. In April 1947, when there was a

critical shortage of fertilizer in the United States, Senator Eastland was

a&Larmea *Jy Lim dM1nuiL.LLAK v: GvnwlA ZaLShlJ.ly-a jaw4Mi~.5 ana trio "apurr, vL'

19. Three Years of Reparations, 3pecial Report of the KiJitary Governor,
OIIGUS, Nov, 1948, p. 3. The Heparations List, which covered not only
the bizonal area but also the French Zone, provided for plant
dismantlings as follows: Wa1 plants 336, ferrous metals 94, non-
ferrous metals 21, chemicals 68, mechanical engineering 327, electrical
engineering 4, shipbuilding 4, power plants 4, building materials 1,
total 859.
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American fertilizers. The destruction, said Senator lastland wus at the

expemnse of American farmers who Rover large areas in the United States are

actually not able to secure fifty percent of their fertilizer needs. 3  He

offered an amendment to the First Deficiency Bill for 1947 provid•:

"...that the Secretary of War is'authorized and directed-to isiue
orders to the military and civilian personnel of the.United States engaged
in the occupation of Oerany imediately to discontinue any program for
the dismantling of manufacturing plants or other facilities in Germsny used
for the production of fertilizer or fertilizer ingredients.w 20

Although the Eastland amendment received some support from both Parties

it us defeated on a point of order raised by Senator Knovlands vho felt

that Congress should not tie the hands of Gen Clay. A joint resolution to

the same effect introduced a few days later was killed in comoittee. As

Senator Ourney observed, however, the debate had served its purpose since

the War Department could i.thout further notice from the Congress, leave

those plants in being." 21

There Was a lull in Congressional discussion of reparations while the

revised level-of-industry plan was being develope-. .= t -

appeared, did not settle the renara+innnn since even w•MUS would

have preferred a steel capacity higher than the 10.7 million tons that the

British (who now took a more restrictive position than did the United States)

were willing to accept. 2 2

20. Congressional Records 24 April.1947.

21. C ongessional Record, lo. oit.

22. Decision,, 321-322.
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Congressional interest in occupation policy increased. Much of

this interest revolved around the question whether plant dismantlings,

even at a reduced rate, did not hamper European recovery and increase

the burden on US taxpayers. This war, frr instance, the view of Senator

Bridges, who otherwise approved generally of occupation policy and admin-

istration. A cable of 25 September, 1947, dealing with the subject of

Military transport for visiting Congressmen, mentions trips to Germany by
23

eleven separate Committees and Subcozraittees of the Senate and the House.

So far as reparations and the level.of industry were concerned, the

most important Congressional comaittee that visited Germany during the fall

of 1947 was the House Select Comittee on Foreign Aid, headed by

Representative Herter, which studied the proposed baropean Recovery Program

prior to its qonrideration by Congress. The Herter Comwittee had assembled

a large sta'f of research analysts and consultants under the direction of

Professor William Y. Elliott of Harvard and later produced a series of

elaborate geographical and functional reports totalling 883 published pages. 24

23. These Committees were: Senate and House Armed Services Committees; War
Dept Subcommittees of Senate and House Appropriations Comisttees; Senate
Select Committee to Investigate the National Defense program; House
Select Committee on Foreign Aid (Herter Comrnittee); Food Shortages Sub-
committee of House Agricultural Committee; Senate Foreign Relations
Committee and House Foreign Affairs Committee and their Subcomittees;
House Inter-State and Foreign Commerce Committee; and Senate Judiciary
Subcommittee on Immigration and Naturalization. Cable, CSLLD to HQ
3JCOM WARX 87081 of 24 Sept 1947, CAD numerical file, RG 122, DRB.
fESTEICTED. Decision 237.

24. Final Report on Foreign Aid, 1 May, 1948, House of Representatives
Report 1845, 80th Congress, Second Session.
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Th6 full Herter Committee spent several days in Germany. Its

&ubcomittee on Germany headed by Representative Francis Case, studied

German and Austrian economic problems in the field for several weeks, and

becate extremely critical of continued reparations removals. It recom-

mended that plant dismantlings be suspended pending a full Congressional

study of the question and that the revised level-of-industry plan be

25
further reviewed in terms of the needs of European recovery.

EV Hearings Provide the Occasion for Debate on Reparatione

Mile the full European Recovery Program was being developed,

Secretary of State Marshall submitted to the House Foreign Affairs and

the Senate Foreign Relations Committee on 10 November 1947 a proposal for

interim aid. This resulted in the Foreign Aid Act of 1947, approved

17 Deo~nber of that year. Although the interim program was limited to

Austria, France and Italy, its discussion became the occasion for extensive

criticism of the reparations program and the punitive theory of occupation

that had contributed to it. On 24 November, 1947 Representative Vursejl

stated that most members of the Herter Committee agreed that United States

diffioultien in Germany and Western kurope stemmed from Yalta, Potsdam and

the Morgenthau Plan. Qaotino a State Department letter of 17 November

* 25. The Subcommittee consisted of Francis Case, South Dakota, Chairman;
John M. Vorys, Ohio; Charles W. Vursell, Illinois; EUgene E. Cox, Georgia;
Overton Brooks, Louisiana; W. Y. Elliott, Staff Director, Carl J.
Friedrich and George S. Pettee, Staff Consultants.
See "Report on Germany Economic Recommendations, Final Report of
Foreign Aid, pp. 120-127.
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indicating coal exports of about 38 million tons from the United States to

Europe during 1947, Vursell pointed out that millions of tons of coal and

steei could ht4v, been provided from Germany. The export of 800 locomotives

to Gersmany recommended by the OEM was pointless, since the Germans could

25a
build their own. Representative Case took the occasion to criticize the

high cost of the U.S. contribution to the bizonal econoxV.

In the Senate Appropriations Committeets hearings on the interim aid

program, criticism centered around the fact that reparations were still

being shipped to the Soviet Union and its satellites. The hearings revealed

uncertainty concerning the legal status of the Potsdam Agreement, as shown

by the following exqchange:

Senator Saltonstall L-to Secretary Royall7 "What power have
we in your opinion, Mr. Royall, as Congress to change this
situation and to stop it if we so desire, and if so, how do
we go about it? Can we simply cut the appropriation, or can
we do it by advising you as to the feeling of this comnittee
and Congress, or by a resolution in Congress...?"

Secretary Royalls "It would be nW opinion.., that if we are
obligated by treaty to furnish any of these reparations,
that could not be changed by congressional action, unless
there were a violation of the treaty.v

Senator Knowlandt "This Is not a treaty. This is an executive
agreement entered into at Potsdam which was never ratified by
the Senate of the United States... In the second place, if
there has been a breach of the agreeunnt,oI think they would
breach it entirely, and it would not merely be the Russians
who would want to get out from under it.

"Consequently, it would seem to me if the executive
brabh of the government were so inclined, they could very

25a. Conitressional Record' 24 Nov 1947.
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strongly take the position...as long as that breach
ewists on the other side, there is no longer ary
obligation whatsoever to send as much an a single
machine tool into the Russian area until they live
up to their part of the agreement that says German
shall be treated as an .economic unit.s 26

Senator Bridges challenged a statement by Secretary of the ArMn 27

Kenneth C. Royall that shipments were no longer going from the US Zone to

Russia. Before his committee had left for Germany, a State Department

official had asserted that dismantled plants would no longer be sent to

Russia and its satellites. In Germany, however, the coymittee had received

the Bavarian Econmiast, published by OMJS, showwing that the Soviet Union

and four satellites were five of the six countries currentl receiving the

largest reparations shipments.

Senator Bridges: "There is a lot of duplicity in these
things. The information I believe youare giving and the
information of a lot of people is not correct, because
these are the August £194/ shipnents.

"I agree with completing the demilitarization, but I
would blow them up rather than send to Russia so that
they might be used as a threat to us and the peace of
the world. I cannot conceive why wehave done this."

26. ,Duropean Interim Aid and Government and Relief in Occupied Areas".
Hearings before the Comaittee on Appropriations - U.S. Senate, 80th
Congress, lst session, pp.673-4.

27. The War Dept (minus the Air Force) became the Dept of the Army in
I, Sept 1947.
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In the US Zone, Bridges continued, 42 i.mllion out of 45 million reichsmarks

worth of property had already been delivered to Russia. Later in the hearing,

the Senator condemaed strongly the continued shipment of lend-lease materials

to the Soviet Union and criticized Assistant Secretary of State Willard

28
Thorp for requesting Senatorial approval of such shipuents.

On 19 December 1947, in debate on the Third Supplemental Appropriation

Bill for the fiscal year 1948, the Senate resumed discussion of dismantling.

Senator Bridges offered an amendment providing that for 90 days no part of

the appropriation should be available for the compensation or other expenses

of personnel engaged in dismantling non-military plants in the Bizone. The

amendment, said Senator Bridges, was intended to publicize the fact that

large quantities of reparations were still going from Bizonal Germany to the

East. He conceded that the amendment might have no effect in the British

Zone and perhaps not in the US Zone

".... because American officials have been so anxious tu teb
this material to Russia, Yugoslavia and the Soviet Allies
that they have been ruahing double time to dismantle those
plants and get them across the line.*

Senator Knowland agreed. The amendment would be the first statement

of policy by the Congress and would serve notice on the State Department

"...That we are becoming sick and tired of some of the flolicie3
being followed...at the same time when the Departauent L of State7
is coming to us and asking for the support of the Emergency Aid
Program and of the 11arthall Program.. .If this debate serves a
warning to the Department that it had better adopt a consistent
policy, I think the job will have been wall done." 29

28. ibid. pp. 675, 677, 801.
29. Congressional Record, 24 Nov 1947.
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Senator Vandenberg opposed the Brid2ges Aendaent on the gounds that

it would alienate our Allies and might lead to reparations from current

production, which the United States had rejected. He promised, howeser,

that in the forhconming debates on the Eiropean Recovery Program, the entire

reparations issue would be thoroughly aired, whereupon Senator Bridges

agreed to withdraw his amendent.

Conaress Investigates the Dismantling Program

The hearings during December 1947 indicated that certain maebers of

Congress questioned whether the determ~nation by Niltary Government of

necessary and "surplus" plants had been based on adequate economic invcsti-

gation. After hearings before the House Foreign Affairs Conmittee,

Lawrence Wilkinson, Chief of the 0NUS Economics Division, cabled from

Washington back to Berlin that conmittee members were concerned over dis-

mantling$ of steel fabricating capacity in relation to the large demands

for strip, sheet and tube steel in the Buropean recovery plan. 37 raw steel

in bloom or billets could be imported from the United States, with top

priority given to labor and power, German steel fabrication could be stepied

up beyond the capacity stipulated in the new level of industry plan. If

the plants in question should be dismantled, on the other hand, the capacity

Soing for reparations would be immobilized and available neither in Germany.

nor in recipient countries just when its products were most needed for the MW.

Other cables dispatched during December 1947 indicated that Congress

1S"3
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proposed to xamine the reparations program in increasing detail, and that

OGUS would have to give specific facts and figures. Some confusion was

caused by newspaper editorials interpreting Stecretary Royall's testimony

before the Senate Appropriations Conmmittee to mean that the Department of

* the Arjqr did not really support the 6overnment's reparations policy. Under
30

Secretary Draper hastened to assure Gen Clay that this was riot the case.

On 24 November 1947, RBpresentative Case introduced House Resolution

365, providing for an inquiry into the dismantlin6 and removal of plants

from Germany. This resolution, which was passed on 18 December, 1947,

contained a substantial list of questions to which 01MMS was required to

give at least an interim answer through the War Department by 5 January 1948.

As Colonel Cheseldine commented to OMUJS in a teleconference on this resolution:

"Temper of Congress such that State and Army imist comply in all details." In

the meantime, Huuse Resolution 364, providin. for suspension of dismantling

in Germany, was being considered by tho House Committee on Foreign Affairs.

During the latter part of December, 1947, the Economics Division of

0MU(S was largely occupied in assembling the information called for by House

Resolution 365 as well as more d3tailed data called for by Staff Director

Elliott of the Harter Conmmittee. The Committee showed particular interest in

German plants producing Obottlenuok items" such as fabricated steel, oil

30. Cables, WD to OIMUJM, War 91822 of 8 Dec 1947, GONFIDETIAL War 92045
of 10 Dec 1947, CONFIDENTIAL, War 92286 of 13 Doc 1947. mECRET, and WARX
92j79 of 16 Dec 1947, CONFIDENTIAL; CAD numerical file, RG 122, DRB.
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industry, transportation and mining equipment. It planned to recommend to

Congress special appropriations for the rehabilitation of these plants. 31

The State Department anid OGUS Resist Pressure to Reduce Further

The Dismantling Program

Having fixed a revised level of industry and a reduced but nevertheless

substantial list of reparations plants, both the State Department and Gen Clay

resisted pressure to suspend or reduce further the dismantling program. On

26 November 1947 Acting Secretary of State Lovett issued a statement denying

that the dismantlings under the revised level-of-industry plan would interfere

with European recovery or divert substantial amounts of German labor and

mattrials from constructive use. The full use of existing industrial capacity

in Germany, said Mr. Lovett, was prevented by shortages of food, fuel and

raw materials which were likely to persist throughout the period of the

European Recovery Program. Germany could not use its total industrial capacity

without absolute priority over other European countries in the allocation of

scarce materials, and the utmost German effort would be required to attain even

by 1951 the volume of output envisaged by the revised level-of-industry plan.

Mr. Lovett pointed out that capital removals were the only way for

German to pay even partial reparation for the damage inflicted on her victims.

31. Teletype Conference #TT 8920 of 31 Dec 1947 between CAD, Washington,
(Cal Cheseldine) and 01,11US Berlin (Mr. Wilkinson,) OMGUS Telecon
File, KCiC. SCRET
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The contemplated removals involved largely plants established for war

purposes and unnecessary for the German peacetime econoiy. Since other

countries had indicated they could use this equipment, the net effect of

reparations would be to reduce rather than increase the recovery burden on

the United States. Finally, the revised level-of-industry plan would not
32

permanently limit German production and the German standard of living.

Gen Clay amplified Lovett's arguments in a statement of his own,

prepared in answer to Congressman Case's question why certain plants had

been declared "surplus." While admitting that the restoration of the 1936

level-of-industry would provide a productive output per capita of only 75%

of that of 1936, Gen C0:,V maintained that this level would permit exports

sufficient to pay for essential imports includin8 food. He repeated Lovett's

arguments that the Germails could not use the "surplus" capacity, and that the

equipment in question would promote European recoveiy faster in countries

other than Germany. inhile Clay was ready to consider substitutions ubere a

particular plant was shown to be es3ential to the German econozr, it was

his conviction that "we have left to Western Germany all of the industrial

capacity it can use."

32. Objectives of Reparation Removals Programs Statement by
Acting Secretary Robert A. Lovett, 26 November 1947,
Story in fl~uments. 373-74.
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Gen Clay indicated that a further reduction of deliveries would be

regarded as a breach of the Paris aeparation Agreewaent, especially by

France, which was already concerned about the bizonal level of industry.

Finally, the existing list had at least the virtue of being definite. The

G~erman owners of plants to be retained could put these plants to work and

at the same time the nations belonging to the Inter-Allied Reparations

Agency knew what they might expect from Germany. nThis final solution is

esiential and further delays and studies could only add uncertainty and

doubt to a program which needs resolving now." 33

The situation with respect to ^reparations and level-of-industry

policy in Washington and in the theater at the enu of 1947 was summed up in

a teleconference between Under Secretary Draper and C:en Clay as follows:

"Under Secretary Draper: In ansier to information to Senator
Vandenberg that reparations disnwitling proceeding as given us in your cable
the Senator replied that War and State should be prepared to speak conclusively
and specifically regarding this whole question, as to what further dismantling
is contemplated and particularly whether any further dismantlin,- in the
American Zone contenplates shipments to Soviet Hassia.

"State talked again with British Monday on question shipaietU eakwt
with Britieh still arguing they should continue. Lovett pointed out strength
Congressional opposition but there was no conclusive result. Final U.S,
decision still awaiting Yarshall's return to Washington and probable Cabinet
discussion.

33. Ltr, Under Secrebary of the Ari W. H. Draper, Jr. to Rep. Francis Case,
Chairman of Austria-Germany Subcommittee of Hlouse Select Committee on
Foreign Aid, 8 bec 17T, WD AG Decimal File 091 Germany, DRB. SFCtT
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G al As you know, I stopped further allo=~tions and move-

meats east. My views have not changed. However, regardless of deliveries,

dismantlings must be pushed to earliest possible conclusion. We are

diamantling all plants now as rapidly as we can reach them. Stopping would

be bad politically here but you may feel failure is defiance of Congress.

I stand by my conviction that the capacity to be removed is in excess of

German ability to utilize in the next five years or nine and that international

obligations to Western Europe would be thrown out if we stopped reparations.

I do not see how we can control British except by financial pressure which

is U.S. foreim pnlicy and 'ot our b ieea.. Houaever, except for question

of Russian delivery, Congress is raising artificial issue. Even Russian

deliveries are three-fifths a sale with only ten percent reparations.

"Under Secretary Drapert ... There are being sent you copies of all

testimon by Army before Congressional committees and copies of Congressional

Record on subject of reparations. In this connection you will recognize
attitude of Foreign Affairs and Appropriations groups as to question advis-

ability ary dismantling or delivery of any plant which under any circumstances
could be made to produce items considered moit critical under Marshall Plan

requirements...Herter Committee trying to find formmla to delay all dismantling
of critical item plants and to deny further deliveries to east while satisfying
reasonable reparations deliverie6 to u her IAIRA nations. Foreign policy
considerations uzost involved and Herter Committee recognizes Army has no

authority to chan ,e present policy but committee determined to uet enough
factual data on possible production under Most favorable conditions, which
conditions, according to comiittee representative, it proposes to urge Congress
to make possible by special legislation, to cause Congress to take prompt

action which may chanLe entire reparations program. For this reason it is
believed most important OK1XJS be prepared to sup!1ly full data on present
production capaciby.. .We realize difficulties involved but are being faced
with rising wave of opposition to present program.

"General Clay: You cannot run German economy by operation critical
plants beyond capecity essential in a balanced recovery program. Maintaining

additional capacity does not make coal, steel, transport, and manpower available.
If Dr. Elliott wants to rnm ',his economy, ask Congress to send him over. We
can supply infortaation on British Zone plants only to extent 'it is given to

us. We will do all we can. However, I do not want to be in position of defending

or opposing reparations deliveries to watern countriec....

"Under Secretary Draper: Understand.. .fully. I simfly vanted to keep
you up to date. Ne>X move on reparationm is up to State Departnents...
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"General Clay: Please understand that in U.S. Zone we continue to
dismantle unt~il we receive orders to the contrary. All in all this reminds
me of m" April '45 prophecy that first we would be condemned for softness
and then for hardness. I am afraid we are too hard-boiled now to care much
about either.

"Under Secretary Drapert I had the same feeling of the changing world
when defending reparations removals before committees of Congress.

"General Clay: ... Elliott should be informed we are not resisting
rato-•_nl inquiry. but simply c-ennOt f oroe other mllitaiw governments to

F undertake large tasks of compilation. 34

The arguments set forth by Under Secretary Lovett and Gen Clay were

used in forimulating the initial State-War position in the further debates on

reparations and dismantling described later in this chapter. As of the end

of 1947 it was clear that the interchange so far had set the stage for a

policy dispute that was to continue for some time to come. It continued, in

fact, throughout the remaining life of Military Government,

PRfDML,.LS OF EIP POLICY AND ADIMINISTRATION

The fitting of occupied Gernany into the European Recovery Program

presented a number of difficult organizational problems during the latter part
of 1947 and the first half of 1948. 3ome of these problems were the subject

of interdepartmental discussions, some of them became issues between Washington

and the theater, and some were subjects of Congressional interest.

34. Telecon TT 8919 of 31 Dec 47, between Under Secretary Draper
and Gen Clay, OHCJS Telecon File, Kai-t. SErMET
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The Issue of Fiscal Responsibility

So long as occupation administration remained a military affair, the

Department of the Army bore complete administrative and fiscal responsibility

for Germany. It was required to appear before Cnggress to explain and

Justify apprupriatioh requests, and it was held responible for the success

of the occupation. Although the Arsy had attempted repeatedly to relinquish

occupation a&LInistration to a civilian agency, and although plans for a

transfer to the Department of State were being developed by officials of the

two departments, Acting Secretary of State Lovett reiterated as late as

21 October 1947 the unroadiness of the Department of State to assume respon-

sibility for occupation2l government. Pentagon officials considered that the

Department of the AnW could not discharge its responsibility for Germany

effectively unleos it should receive in its own budget and be free to

allocate the appropriations roquired for Germany. 35

The European Recovry Program as a whole, however, was a part of the

general foreign policy of tho United States. In terms of this ovarall policy,

occupational adrini stration of Germany could not be "successful" eMept .as it

furthered the policies of the United .tates for the entire European area. The

State Department krgued, ti erefore, that complete policy control over expend-

itures could nt be g• rnted to the Arna, but ehoild be exercised by the a&ency

35. Me"P, Lt Gen Lauris Noretad, Director, P & 0 Division, to Under
Secretary of the Akxn, 29 Oct 47, P & 0 Decimal Fire 091 Germany,
DRP. S'VZT
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or agencies charged with the conduct of foreign policy.

The Department of the Army held that all funds for Germany, even those

related to a general Eur'opean rehabilitation program, should be included in

the Army budget. It recognized that appropriation retuests would have to be

coordinatod -. icth those for rehabilitation of the other countries, that items

in short supply would have to be allocated by an overall programming agency,

and that ArV procurement and shipping activities would have to be subject

to policy control by the agency responsible for Inumilzing undesirable

effects of MIP exports on the American economy. These concessions to in-

tegration could be made without sacrificing the control which the Department

of the Army considered an essential adjunct to responsibility for the oc-

cupation. 36

As it turned out, however, 1{arshall Plan funds for Germany were included

in the overall ECA budget rather than the Department of the Armr budget,

which contained only the usual GARIJA .appropriation.

The Question of Policy Control

The question of overall control of American economic activities in

36. Ibid.

37. Government end Relief {m Occupied Areas. The fiscal year 1949 estimate,
submitted to Congress 12 January 1948, provided approximately $710 million
for Germany, a cut of "175 million by 'he i3dget anreau having been

restored at the request of Sacretary Royall and Under Secretary Draper,
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Nwoe wad of Oeinn polio.* in part~iular was discussed at, length 1in the

heauings heM ty the Swnats Gandtt" on Foreign Relations on the Boonomic

coopeation Act of 1948. seeretary Marshall expounided the Stato Departiment

view that EGA operations affecting foreign policy should be confutotd by the

AdinisUtosbd Runder the directim nd. control of the Secretary of ftýt.

The laztims fexeentive order establishing the Foreign boonoi. &-%M4 mstratiozi,

16arshall I aid, was uanzatinfactory. Even though it provided that the powers

MA4 functions of the PEM should be exercised in conformity with th. foreign

policy of the Uni Wf States an defined by the Seoretary of States, the latter

had no sanction for e=forcing his decisions* NIn this Particular caue the

Interpretation by the Foreign Reonomic Admuinistration was that Xr. Bull coum

not be tWo Secretaries of State. Senators Vandenberg end Oc6aLly a&reed,

buat thom~t that the Administrator should be authorized to go to the President

on a point of disagreement..3

A few days later, John Foster Dulles said that policy suthority for

Germany shoulJd be put in the hands of the State Department, rather than in

the Dsetarmet, of the Army whiere. according tO Dulles - it was currently located.

This would enable the Secretary of State to talk on equal terms with other

* ~foreign ministers 'which, Dulles indicated, ho was unable to do under the eais-ting

38. Hearing. before the Coinittee on Foreign Relations, U. a. S nte,Econr~c Cooperation Act of 1948, Thursday 8 January, 1948, TestiwnyW
Of 5e0 Of State George G. Marshall. pp 17-21.
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arrangements. Gen Olay and Military Government, he said, should for the time

be left in Gemay, but policy directives should be sent directly from the

State Department rather than through the War DepartRUmt.

Section 105 (b)-of the Economic Cooperation Act of 1948, which

governed the Washington relations between the Department of State and the MA,

however did not clearly establish the privacy of the Secretary of State. It

provided that the Administrator and the Secretay of State would keep each

other fully ard ourrently informed on matters within the scope of their

respective duties pertinent to the duties of the oth * DisaPeuement8, however,

had to be referred to the President and there was no provision for the con-

tigencY that the President might fail to decide. Section 109 (a), however,

dealing with the B3A Rissions abroad, provided a certain coor4inating authority

for the chiefs of the United States diplomatic missions, who were senior in

rank to Lh e MA Y'ission heads. Even here, the Depaxtaut of State was not

given the clear-cut authority that Gen Marshall had advocated.

&Athority to decide the forms that American economic aid to any part-

icUlar country should take was vested in the J4conouic Cooperation Administrator,

but 'ith an important qualifioation. Section 111Wc) (1) provided that tVi

Administretor uhould make such determinations in consultation with the National

39. Hearings as indicated in foregoing note, Tues 20 Jan 48,
Testimony of Mr. John Foster Dulle., pp 612-15.
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Advisory Council on International Monetary and Financial Problems. Thiu

was a Cabinet-level body under the chairmanship of the oecretary of the

Treasury, which had been established by the Bretton Woods Agreements Act.

The .LZA Administrator was added to the Council by Section 106 of the ECA

Act of 1948. As it later turned out in connection with the bilateral agree-

ment on aid to Germany, Administrator Hoffman wai not disposed to over-ride

the opinions of the Council. 40

Washington Participation in Detailed Administration

The conmunioationa between Washinglon and OMTUS on ECA program

development and administration form a volu:minous set of records. To extract

even a condensed account of the administration of the German phase of the

Marshall Plan and the related GA11UOA Program would be an entire study in itself.

Without going into detail, however, it is poe Ablo to note one significant

fact: the large volume of technical detail dealt with in Washington.

As has been observed, G:[W(WS was given only the broadest and most general

type of guidance in many sectors of occupation administration. In the field

of civilian supply, however, Washington agoncics including both the Department

of the Arvr and the 4aonomic Cooperation Adninistration engaged in detailed

administrative activity. This centrnlizition of administration in Washington

cannot be attributed to any apparent desire on the part of the Department of

the Army to withhold authority from the theater. It ikas, rather, the result of

Economic Cooperation Act of 1948, Dpc_ FP 1299-1321
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a series of circumstances, some of which may be enumerated briefly:

(1) Increasingkly detail-d budgetary scrutiny by Coniaess. -

As the extent of the US commitment to support occupied Germany became in-

oreahingly apparent, Congress demanded more detailed justifications for

appropriations. EW budgets were scrutinized item by item, as were the

GARIOA appropriations to the Department of the ArcV. As a result, Washington

had to concern itself increasingly with budgetary details which might have

otherwise been left to O143o

(2) Procedures of the Economic Cooperation Administration. -

The procedures of the Economic Cooperation Administration called for the

processing of individual transactions in Washington, whera they were reviewed

by EGA for conformity with overall policies and plans. Central administrative

control was thus extended into fields of procurement that might otherwise

have been left to the theater.

(3) Alloration problems. - When the European aecovery Program was

started in 1948, there were still shortages of foodstuffs as yieU as of

numerous raw and semi-finished materials and manufactures. Since the -uroiean

Recovery Program established unprecedented demands, the LUA was charged with

contro'!ina procurement to avoid competitive bidding, Which might otherwise

have thrown United 3tate; and international markets into confusion. Furthermore,

numerous commodities were allocated uy national and international authorities

to which the requirements of various claimants had to be presented.
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Under the influence of these factors, the Department of the Argy

became involved in numerou s problems of economics, supply, finance and

procurement, which were the subject of comminications between Washington and

the theater during the BCA period.

In March 1948, two members of the OMGWS Economics Division were sent

to Washington to establish a bizonal liaison office for BOA affairs. Thdr

function Waal5

"to assist in establishment of organization in Washington capable of
handling presentoation of bizonal requirammnts, and production capabilities,
as well as pressing for allocations of scarce materials and setting up
effective procurement channels and procedures,.. Their job is to see to it
that the Washington orga-ization is properly Zeared to bizonal policies and
procedures and that channels of communication are established on most suitable
basis, with particular emphasis on prevention of duplication of effort both
here and in U.Su" 41

The bizonal ERP Office established in Washington was later expanded by the

addition of 3erman personnel working under Allied supervision. After the

establishment C, liest German Coveriment in 1949, it was taken over entirely

by the Germans.

Political Procurument

The European Recovery erogram was by definition political as well as

economic. The Iconomic Cooperation Administration was from the very beginning

* beset not only ,y damands for ncarte commedities but also by requests that ERP

41. Telecon, TT 9191 of 9 Mar 4S, 014XJS Telecon Filej KCIM. SJI=2T
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funds be earmarked for buying commodities in temporary surplus. The ECA was

disposed to lend a sympathetic ear to Western European countries that had

formerly sold goods or services to Germany, when these countries suggested

that the German 4P allotment be used to restore such trade. United States

producers were no less anxious to get rid of surpluses and were often able

to mobilize both Congressional and administrative pressure on the XQA.

Gen Clay, hov~ever, objected strongly to having any part of the bizonal

ERP allotment earmarked for mandatory procurements. On 11 April 1948 he

informed Under Secretafy Draper in a teleooaferencei

"I am greatly concerned at kind of participation permitted bizonal area
under EfP. Other countries, a7 I understand it, are permitted to select their
procurement to meet their esuentials, .hereas funds made available to Germany
appear to be mandatorily assigned to accom1 lish political objectives. We have
committed ourselves to mialmm of $10 million for Italian foodstuffs to be
replaced with ERP funds. .... ,oreover we are directed to uae JEIA funds to buy
higi: cost fats and oils, these funds to be replaced with EBI funds. Other
funds assig•ied to Germany are to be used to finance the Low Countries' ports.
It would seem, in fact, that German funds are being used to. help other
countries and might more appropriately be chargred against those countries. It
does seem aa iV we are establishing a pattern which is foreign to our concept
of EPP as designed basically to increase German production.

"Wfe must have the same right of selectivity as is accorded to the other
sixteen counties if we are to obtain the best use of EIM. Our requirements
have been held down to mjniauun es'entials but it looks likely that our funds
will be used for other purhoses so thaýt we will not have sufficient funds to
meet these miniimum essentials. As I understand it, it has been necessary to
consent to these mandatroy procurements to obtain any part of the funds for
the firat month. . am not too sure that we -would not be better offwithout the
money than having a pattern of this type established.

"I would appreciate it if you would Aive this your careful consideration
for unless energetic measures are taken now I am afraid the bizonal area will
become the dumping ground for others. The consequences here would be bad indeed."
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The Depart~ment of 'the Army replied that Gen Clay's point was well taken.

It had already discussed the issue with BCA and would continue to insist

that EM funds be made available for bizonal requirements. Gen Clay was

42
asked to send priority list of itemas which he really wanted. Under

Secretary Draper acknowledged Geen Clay's message later in the day, indicating

that he would discuss'it with ECA Administrator Hoffman and addings

"Certainly there must be a minimum allocation at least in later months
which provides for your mini.mum requirements in addition to any amounts
specifically allocated on understanding these used to make ý.urchases from other
European Countries which are not a matter of priority from your point of view."

A few days later, the issue of "mandatory procurement" arose ageain in

connection with Dutch vegetablers. The Netherland• had formerly shipped large

quantities of truck garden produce into (enaany, but since the liar these

imnort3 had been discontinued in favor of basic foods such as wheat, potatoes

and fats. Dutch officials in Waashin-ton approached the ý-A and obtained the

assurance that ERF funds would be forthcoming "to prevent wastage of their

vegetables." Thereu.on, Netherlands representative. in Germany approached the

Joint ixport-Import A.ency, proposing inaediate arranpements for the shipment

of the vegeta bles to Germart.

OMOUS informed the Department of the Army thit it had no objections if

the Dutch IVP allocation were used Lao pay for the vestableo, but that the

limited ERY allocation to Germany could not be used for the puripose. ShiLment

42. Telecon, Berlin TT 9342 of 11 Apr 48, OM(143 Telecon File, KOX. S=XET
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of veaetables would not be authorized until the matter of payment had been

decided.

After considerable further negotiation, a policy suggested by Under

Secretary of the ArxW Draper wa-i accepted by the 3conomic Cooperation

Administration. This was that for "political procurements" not programed

by OMGMS but "considered deoirable for overall b=ropean recovery", the

bizonal EWI account would be chared only the fair value to Geriany, as

compared to what migjht otherwise have been bought with the dollars in

question. For vegetables and sinilar hiah-priced foods, Germany would thus

be charged only a moderate amount more than the wheat equivalent.

Even before the Dutch vet !ables issue had been settled, the Depart-

ment of A',riculture propo.sed the expoit to Ger.nany of 412,000,000 worth o:

tobacco, subject to a one-third discount to be covered by price-support funds.

OHIMJS conisidered that the bizonal budget would not support such a large

luxury import, but it agreed to send to WashJngton a team of JEIA officials

to purchase half the quantity suggested by the Department of Agriculture. On

25 June 1948, however, Assistant Secretary of the ArW. Gray notified O0CUS

43. Telecon, Berlin TT 93;38 of 22 Apr 48, O'GUS Telecon File, KXGO. SEWOMT

"44. Telecon, Berlin TT 9515, 19 Lay 48, OM,-A Telecon File, XCHC; cable,
OUjA to OA=JS, WA1• 82286 of 20 1,97 48, CAD Numerical Mile, RG 122,
U.3. ,10014FMIDTIAL
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that *prumarsu.., have &Arsen here on purhase of additional U.S. 'tobaCo..

Since the Department of Agriculture was writing off one-third of the prace,

end MA f=& wuid cover the remainder, he wanted to be sure that OC.JS had

gi•n the purchase .thoough consideration.

, Although the tobacco question had not been comPletely thrashed out,

the price-support funds of the DeOPrtant of Agriculture were soheduled to

expire on 30 June 1948 except as already covered by firm contracts. , Although

Gen ClayI iad only indicated that the additional tobacco Mwnht be purchaued,

the bizonal EM mission in Washington yielded to the combined influence of

the Department of Agliculture, the MDA and the Department of the Arnz. The

tobacco contract was sizned on 30 June with an agreement from the tobacco

firms that they would, if it became absolutely necesary, agree to cancel the

contract on a voluntary basis. In accordance with the advice of the E;P mission

that cancellation might cause severe domestic repercussions, this escape

agreement was not invoked.

The Counterpart Funds Issue

The Department of the ArnW, with the advice of the bizonal ZIW iroup in

1.1ashington, negotiated with the Economic Cooperation Adainistration the terms

45. Cables XI•PC to CIOMCRU, "•iARX 85790 of 15 Jul 48, ZIWP to Frankfurt
lalitarY Post to JL7A for IWXI, TIAR 86022 or 19 Jul 48; CAD Numerical
File, RG 122, DRI3. SJET
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for emonoeic assistance to Germany. There arose a disrute that for a time

threatened to block signature of the bilateral agreement between Bi;artite

3oard end the BOL. Without the a&reement, EOP assistance to Germp,, which

had been initiated under provisional "letters of intent," would have been

Cut olf autoiatioally on 3 July 1948.

Seotion 11(G)" (i) of the Economic Cooperation Act of 1948 authorized

the W',•A Administrator, after consultation -,ith the National Advisory Council

on International ".:onetary and Financial Problemsm to provide assistance for

amW participatiu countryo

(1) "through ýrants or payment in cash

(2) "on credit terms

(3) "on such other terms of paymený as he may f:hid

appropriate," includiniv the transfer to the
United States of critical materials.

Section 115(D) (6) provided :or tho deposit of currency of the recipient

country in a counterpart account, as agreed to between such country and the

United 3tates, vhen comaodities or services were "J'urnished to the participating

country on a grant basis." These counterpart funds vere to be used for a

variety of purposes beneficial to the recipient country and also for U.S.

administrative expenditures in local currency. 45

46. 3conomic Cooperation Act of 1948, Title I of Public Law 472,
80th iongresa, 2nd iession, approved April 3, 1948, reprinted in

Decade, pp 1299-1321.,
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Accordingly, commodities Pd services furnished under grants from the

Economic Cooperation Administration were'subject to payment of counterpart

funds in local currency. In the case of ECA loans, counterpart accounts were

not established since the loans were to be repaid in dollars. For bizonal

Germany, however, the National Advisory Council recommended and Administrator

Hoffman determined that as isance would be •ranted as a loan but that

counterpart deposits would be required nevertheless. 11hen this provision

appeared in the "letter of intentm regulating the assistance program pro-

visionally to the end of June 1948, it drev, a prompt challende .rom Gen Clay.

Since the EMA and the Stave Department insisted that this provision represented

United States policy and since the .3ritish did not wish eo delay auaisb.ance

to 'ermany, Gen Clay s;ave way and the Bipartite Board silped a letter of intent

47
on ].4 1-a 1948.

The issue of the loan and the counterpart funds came up again in con-

nection with the formal bilateral a.ireement for DJA aid to Bizonia, which was

negotiated with MA by Under Secrebary of the Army Draper and his staff. OPXJS

would have preferred to have LCA assistance to bizonal Germany in the fonr of

47. Cables, WD to CINfC•EIt, Draper peronal to Clay, WAPX 6051,

30 April 48 and WA1 %1479, 10 May 48; CAD )Numercial File,
IG l12, DIM, 0OiFID141;TIAL; Bipartite Board •.inute 397,
BIu/-1.(48)9, 20 : 4.63.
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grants, in which case there would have been no objection to making payments

into a counterpart account. In the case oe a loan, however, Gen Clay took

exception to the counterpart requirement which, in his opinion, had no basis

in the .3CA Act. Draper's office replied that Gen Clay'a views would be

urged, but that Admirastrator 111offnian had insisted on counterpart accounts

where definite terms of repayment have not been azreed in advance.

Cnuestl4on ot' the Status of the ECA tlission in Genmany

While the counterpart funds issue was still pending, another problem

becarae acute: the status of the ECA '•ission in Germany. After worsening

relations with the Soviet Union had led to the decision that Military

government would continue in ,ermaiLy under Arqr auspices after 1 July 1948,

Gen Clay took the position that any American officials concerned with the

German phase of the recovery program should be integrated in OMJGUS and

responsible to the 3ilitary Governor. Administrator Hoffman, on the contrary,

pla*'ned 'o deal w.ith .`ilib:ry Ioverwment as he iwould with a foreign ,overnient.

"The bilateral agreenents for other p.articipatin;, countries proviued that the

ECiA would maintain its own mission in the country concerned, and Mr. Ho-..muaxi

did not consider that 'Bizonia should be treated diZ:erently. The responsibility

of MA officials in Germany would not be to operate the proeram, since the

Ulitary Government and lerman authorities -ould do thin, but to review bizonal

.A. Teleconference, Derlin TT 9625, 17 Jun 46, OMGU:3 Telecon File,

ICX GoF?.s!O• •IAL
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programs and make recommendations to Special Representative Harriman of

the 3-A in. Paris. The matter was discutised on 8 April 1948 by secretary

Lbyall and Under Secretary Draper with Hoffman and Harriman. At the end

of the discussion Secretary Boyall agreed that Hoffman had to decide the

question, but made clear the difficulties that had been experienced in

the past with Ydissions of US civilian agencies in occupied German. It

was a;?read that Harriman, who was proo.edin3 to GerMUr in June 1948 with

49
Draper, uould discuss the matter winth Con Olay at that time.

General Glay describes hia conversation with Harriman as follows%

"Harriman proposed that the upo%3al representative be accredited to
the An:1o-American Bipartite Joard arz have the sawe relationahip to it as
the special representatives in other countries haxý with their governrmts.
I felt tiis to be most unwise. In view of our financial support, the
bizonal fusion areement -;ave us a predominant voice in foreign trade ai.d
exchange. Under these circumstances it did not eees necessary for a
special representative of EBA to vor.. directly with the British representatives
in Geraniy. If he torked •.ith the Americans alone, aQy differnces could be
reconciled by our government in Washington and placed in due effect in
"oermaW through the use of our Io.ainant voice if necessary. Harrimwi, in a
discussion vhich lasted late into the niht, did riot chen.;e hib position. The
next day he graciously atreel i.ith ia: (-n. later became the cpecial representative
of *3A to the bizonal area with a dejLty residin ; in :ermany who would 'ork
with the American staff.'' 50

The 3ignin.t of the EMV Afreement for 3izonia Is D.ejed.

On 1 July 1948, ••iLle Har 'inan and Draper iwere in 3erlin, the Department

of the Arny dispatched ahe Zinal text. o the proposed bilateral agreement for

si-;naturs. It was aocoomianied by A somewhat abrup' gable indicatin& that the

Economic Cooperation Adonistration would cut off asaiotanxe to all Participants

49. Cable, 16D to O'US personal f ro Draper to Ga.q, WA1 807300 9 Arvr 4",
i •JAD au mer icoal Pile , -Or 122 , D XB. 5 W ':'.-T

50. Decision p 218
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who had not zi ned by 3 July. 5

Gen Clay, however, refuscd t.o 'LO ru.h.ed. He instructed his Economics

staff to protest, hi.chl they did in a len.ithy teleconference. The agreement

contained both provisions to which Gen Clay had objected: the combination of

a loan and counterpart thmds and the assignment to Germ•ny of a apecial

mission administered by the EGA.

Cozaaenting on the counterpart funds provision, 01i(JS stated that the

policy was unjustified under the Act of Congrese and represented unfair dis-

crimination. Although it had been announced as government policy, no ex-

planation had been given, z;d the discriminatory treatment of Germany would

abet communist propaganda. OWEGJS objected further to a provision allocating

5 percent of the counterpart funds for 'expendituresu of the United 3tates

without further qualification. It was feared that this language might force

Germany to export goods without receiving foreign exchange.
not be signed

The provisions concerning the mission, OMIIJS stated, could/in thbir

present form. Draper told Clay that he understood this article would be

deleted and the question of the BCA Mission negotiated later. If it were to

remain, it would have to state that the lasuion's terms of reference would be

agreed by the Rilitaty Governors and the United States Government. Finally,

OMMS concluded. it was neces,,.xy to show the a'greement to the German bizonal
authorities since it would be binding on the future German Government.

51. Cable, OUSE to OMJJS, WAR 85075, : Jul .48, CAD Numerical File,
RG 122, DRB. COnFIDNIAL
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7he Department of the ArnT replied that it had already tried un-

successfully to obtain amendment of the Agreement. At a high-level con-

ference of Arm, State and BOA officials the day before the Agreement had

beau dispatched, *We thrashed out Article IV until the sparks flow.. The

ECA refused to budges its position on the loan combined with counterpart

funds had been established by the National Advisory Council on International

Monetary and Financial Problems, with which MA had been bound to consult.

Hoffman did not intend to change the determination unless the Council should

reverse its policy, which was highly unlikely.

The reasoning of NAG and BOA as explained-to OKGUS was as follows:

(a) An outright grant to Germany was out of the question since the
United States was giving EGA assistance to several Allies on a loan basis
only, and since it was desired to include EOA imports under the general
policy that approved imports be the first charge against German exports;

(b) At the same time, Gerazsy's inability to repay in the foreseeable
future made it necassar7 to grant a loan for an indefinite period and with no
specific terms of repayment;

(0) Since the loan to Germany was so much like a grant,,IA considered
the counterpart funds neessar7 to protect the United States. -

On the question of the Mission, the Department of the Arwy oontinmud,,

it was correct that Draper had been told that the Department of State favored

onitting the question from the Agreementa That Department had,'however, changed

itr mind. At the meeting with State and B3OA it had been agreed that the

52. Sumarised from telecon Berlin TT 9722 between D/A and t*QJS Economics
Division, 3 Jul 48, OQ(JS Telecon File, OF10; and cable WAR 81478 as
cited in Note 47. C SRFT
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language left open the nature of the mission. It was imperative, the Depart-

mo;nt concluded, either that the agreement be a:leo or tuat negotiatiom- w• '•

the highest avuilable State and SOL officials be arranged.

At ths point, ( came on the teleconference and sadid

'General Clay speaking. I am not prepared to sign today and I know
Robertson is not. I do not believe he will adeept preuent wording and I
think it would be most unfortunate for this aggrement to be signed because
of our majority voice. I am sorry we are late but we are given only three
days which just about represents an ultimatum.... I think I have reached
agreement with Harriman. However, I =-st make it clear that I cannot-repeat-
not at present. I think this is a major document and I think we are entitled
to full time for consideration .... " 53

The following day Gen Clay cabled that Harriman had made a proposal

which he had found acceptable. This was that the EGA administrator would

designate the Military Governor as his representative in Germany, and that

any policy questions affecting both ECA and OW S responsibilities would be

discussed between the Military Governor and the MA Special Representative in

Europe. The latter would appoint an official to represent him in the Office

of the US Ghairman of the BIpartite Control Office. There would be full

exchange of information in both directions betweenHIOO and this oflicial. At

the same time, the bisonal. delegate to the OE would keep in close touch with

the office of the BOA Special Representative and would attend the staff meetings

"held by that official. Gen Clay also agreed in this Oable to accept the loan

rather than a pant, as well as the five -peqr6t PrOvision which he trusted would

53. Telecon, Berlin TT 9722 as cited in Note 52. OON7INTIAL
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be ai•mnistered with special regard to the German situation.

Hoffman, who magested a comproase under which Harriman would become the

ECA representative in GernaW. After a further exchange of cables in which

Gen Clay suggested and Washington accepted the idea that the bilateral

agreement should not designate specific individuals, Gen Clay indicated that

he and Gen Robertson were ready to sign. 51

Although the bilateral MM agreement signed 14 July 1948 still

contained the lanjuage to which Gen Clay had objected, it represented a

typical case in which Clay lost in theory btxt won in practice. As he observes,

Harriman finally agreed that the MJA representative in Geruar would work with

the American staff only.

As a. practical matter, Norman H. Collisson, the 3MA Deputty Special

Representative for Germany, functioned more or less as though he were a member

of OMGUS. EMW assistance to Germany was in fact equivalent to a grant, possible

repaynent being relegated to the same status as repayment of advances under

GAMICA appropriations. The counterpart funds were never speat for purposes

of which Military Government disapproved. later, when Militar7 Governmnt

54. Cables, GINMSU to C0JSA, Clay personal to Voorhees, CC-5038, 4 Jul;
D/A to. CNEOERp,. Voorhees personal to Clap, lA" 65433, 9 Jul; CIGIUR
to D/A, from Clay personal to'Voorhees, CC-5117, 10 Jul; WAUt 85615
D/A to CDICZNR, from Voorhees. personal to Clay, 12 Jul; CI•CMf to
CSUSA, Clay for Voorhees, CC-5149, 13 Jul 48; (CIWS AG Decimal File
092 Marshall Plan. SflUT (downgraded from Top Secret)

55. Decision p 218.
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was replaced by the high comaission, BOA representation in Germany wan
56

placed under the control of the American High Commissioner.

The GARIOA havroriation is Extended •o Include ORecov-ry

Under Secretary of the Army Draper feared that the GARIOA appropriation

for 1949, on 'which the Bureau of the Budget had been induced to restore a

,175 million cut, might be jeopardi2ed by Congressional opinion that the

Germans were not doing enough to collect domestic food stuffs. He repeated

previous warnings on this score to Gen Clay, who replied that he had ordered

a house-to-house census for hoarded foods with spot checks of certified reports.

"If this does not find the food it mans that it is not there. I think it

fair to point out that Germans have always protested our production estimates

which were much larger than theirs.n 57 " hortly thereafter Clay himself

went to Washington to defend the appropriations for Germany before the

Appropriations Conrnittees of the House and Senate.

56. Story in Documents contains the followinZ documentation on
EM assistance to the bizone: letters of intent sipned by
US political adviser, Robert D. Murphy on 1 Kay 48 and by
Generals Clay and Robertson on 14 May 4ý; agreement between
the United States of America and the US-UK occupied areas in
Germany, dated 14 Jul 48, with annex containing "interpretative
notes"; pp 522-31 inclusive.

67. Teleconference between War Department (Draper and Voorhees) and
OMGUS (General Clay, Wilkinson and others), 10 Jan 48, ,OMuS
Telecon File, KIr4. SWEIMT. Decision p 239.,
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There remained, however, numerous techrnical details to be I roned

out between Washington and the theater before the 1949 GARIOA appropria-

tions was finally passed by Congress in June 1948. Tracy -S. Voorhees,

who in the meantime had been appointed Assistant Secretary of War, ob-

tained an amendment to the appropriation Iangua3c so that GAMIOA funds

could be used not only for preveritinm, "disease and unrest" but also for

the nrecovery" of Germany.

OMWU is Caught in a Financial qeeze

Tho fact that some of the funds for US support of Germany were

appropriated to the Department of the Aryr, wheveas the remainder was

Lu be allocated throu:-h EGA channels, resulted in a difficult* situation for

O14JS. The European agency charged with recommendin.; the division of the

.6 kil]ion appropriated on 2 April 1948 by the Economic Cooperation Act of

1948 was the Organization for European Economic Cooperation (OEEC), the

successor to the temporary CEBU. Tle OEM was established in Paris in tho

Spring ,of 1948, with British dele,-ates repreoenting Bizonia since it was

consideroddlbairable for OEaC to be formed by the representatives of Europetan

nations without American participation. Administrator Hoffman of the BEA had

58. Teleconference, TT 9650, 22 Jun 49, OM(IJj Telecon File,
KCRM. CONFIDENTIAL

IX-51

SECRET



SECRET

determined that OEM should divide the initial appropriation among the

appropriations on the assumption that Gewu would receive-$500,OO,00 O00

from EVF funds, the OEM reacomended only $36A, O00OO0 for Germany, ;less

than the allocations for the Netherlands or Belgium.

Gen Clay protested an 11 April 1948. Bat since he had neglected to

establish a close working relationship with Hoffman, the reception of OMUJS

claims by M3A was loes j•mpathetic than it might have been. There ensued a

lengthy series of discussions with Hoffman and his Special Representative

for Europe, W. Averill Harriman. On 30 August 1948, Gen Clay refused flatly

to accept the offered ER allocations. In subaequent negotiations ending on

10 September, agreement was finally reached on an allocation of $414,0OO,000. 9

REVISION OF RARATIONl l TSL U THE EUROPE aCOVERY ACT

The State and AM~ Departments Defend the Dismantl~ng Program

The Departments of State and of the Arqy entered the hearings on the

European Recovery program vth the intention of supporting the August 1947

level of industry and the October 1947 reparations list without further change.

In the hearing of 8 .Jurv 1948 Secretary Marshall stated that 4erman recovery

and integration into the V €could be accompished within the existing level-

of-industry agreement. Gen Clay, he said, would supply further information.

59. Cable, Under Secretary of the Army to CIWUNJR, WAR 99390, 11 Apr 48,
citing teleeon of same date, OAD Numerical File, 1K 122, DII. RESTRICTED.
•Decision. pp 213-iS.
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'When this was presented, in the forim of a letter from Under Secretary of

4tate Lovett to the Speaker of the House in response to House Reaolution

365, it was substantially an submitted by Gen Clay in early December 1947.

Clay's position was that while individual plants on the reparation list

could be exchanged foe other plants, which had been done in some cases on

German su :Zestion, the level aj a whole represented the maximuin industrial

capacity which Germany could use without undue preference over other

60countries in the allocation of raw materialm and, transport.

Although Secretary of the Armq Royall indicated on 14 January 1949

that "to attain full economic recovery Germany needs more outside help

than any country in Western Europe," and that the Ara was departing from

the limited "disease and unrest" fo-aula in order to relieve the American

taXpayers, he adhered to the previous policy on dismantling, Senator

Vandenberg was ready to accept the State-Army policy on dismantling, as

evidenced by the following dialogue.

"THE CHAIRIfAN ffenator VandenberkT, ... It is my understanding of your
testimony, and I am ,asking you to check those conclusions, that it would
be both inadvisable and futile in respect to any useful results to suspend
all dismantling of plants in GerLany for the following reasons%

First, that the plants which remain to be dismmntled are not essential
to the maintenance of the German economy at the level contemplated for the
next five years in Germany.

Second, t hat none of the dismantled plants except the tag-end rexmants
of three plants will be sent to Russia, and that all dimntling which is
confined to those, three plants, all dismantling intended for Russia, will
have ctoled the first of ipril.

60. 1Iearinss on the European Recovery Program before the Committee on
Foreipx Relations, US Senate, 8 Jan to 5 Feb 48 inclusive, testimony
of Hon Geo. C. Narshall, See of State, 8 Jan 48, pp 11-12 and 36-37;
ltr, Under Sec State Lovett to Speaker of House of Representatives
"in response to HIt 365, 9Oth Congress, 18 Dec 47, reprinted in
in D-ocmients pp 413-20.
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Third, that such dismantling with this ta-oend ex*eption wi•h continues
to occr will therefore be for the benefit of the reparations 0-4-1 which
are recognized in behalf of the other allies, particularly the western
Puropean a.1l±e and their colleagues. Therefore,, that the tota• suspension
of dismantling would contribute neither .to the German .oon*W nor to the
agreed program of reparations in respect to alliee other than Russia. Is
that a correct statement?

",SMMRITAR. IJMtLL thInk that is a very oo~lete and exoellent sum-
Maryand & very correct Mryo....

"THE Hi•,:N s Am I not correct in sayIng that such an order Lro halt
dimantlin&7 mould be inadvisable because not essential to the German economr
and because additional surplus dismantling is necessary to meet legitimate
restoration requirements of our Western Allies?

"S1l •j=Y ROYAiLt That is entirely correct, and that is under the IARA
Agreemento. ..

Secretary Royall went on to state that a continued control of German industry

would be necessary "until we are more convinced than I am today that the war

spirit is completely dead in aermaV..' In answer to a further question from

Senator Vandenberg, Secretar Roysall confirmed that it was still US policy to

keep Germany permanently demilitarized, with the qualification that it was no

longer thought necessary "to denude Germany of all essential industry, in order

to prevent romilitarization."6 1

The same reasoning was incorporated in a meorandum which Secretary Mxrshall

sent to Senator Vandenberg on 4 February 1948, %dth a covering letter stating

that since a temporary halt of disnantling followed by resutmption woulA produce

"unfortunate political consequences" in Gen-any, Gen Cla•, had not been instruc-

ted to discontinue dismantling. The mewrandum, in addition to Justifyin3 at

61. Hearina, as aited in preceeding note, testliony of Honorable Kenneth C.
Royall, Sec Azm%, Ued 14 Jan 48, and Thurs 15 Jan 46.
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- +*h h a:)." !neCeCoity+ ~f, flee uiara.tion~i; dr,1LL -jujntod

out thal, tVhe Intor-iJllied fleparatioau kenr hd protestedOC to thlle Council

ofý Forcij~p Lairste ra in liovei.ioor 1947 againat delays in the di~si.ntlin.i, and

dhipmi.ent of plants 4nd had requectod the Cour~cil to see.: -..KurQL; to speed

up the pro giaaý.i6

Cabinet aad Diplomiatic Considercitir, of Reparations

In spite of~ the initial st-atements by the Secretcries of st:Lte arid of~

the ;u.V it was ajpa1'ent fror-i thli outset that LIS roParatiorke policy uCu..

be thi6rouuhl; c a.-iuned and reconsidered, both in Oon.-;rcss and on hijh ';,Uc11-

tive levelt.. On 9 Januaryr 1948~ the Dopatrtmont of the Aryadvised U1.06

that S4omvtor 'Jandexiberg Lad obtainod v~ithdrawial o.N' thle a ppopriation rider

blockcinL; the )Ly o:i dis:w.-,wtin; peroomiel, by lproraisin::, to r'eview tWe entire

rol'partions question. *,doption of definitive US policies on :Xuture repara-

tions deliveries awaited jiro ;re: (L; the lieurin:, 2urtLŽ4,i di.ncussions v~ith

the fBritishl and consideration in tiie US Ca~binot. Iii tle .Lai.o. cable instrue-

tiono were giveni rcegardinL; deliveries to the Soviet Union as follows:

"111eantirne you diouQld continue practice of iuakidg- m1 deliveries to the
Sovict Union exce,)t for any tag enas of deliveries -%hich wore never fsus-
pended and are now being couapleted pursuiant advance deliveries and war
plants equip programs~. There chould be no pulblic statolun-Ot or OtVnteji iLt to
Soviets on th~is practice pendin,' adoption defin~itive U.S. policy. Reasons
for socraty are delicate negotiations with Dritish and desire if poouible
to avoid any Soviet reprisals pending def-initive policy. 1'

The Secretary of State, O1iGUS wiaz advised, planned to reconmond to the

Cabinet thatt

62. Status of Germaon Em.paration arid bisý.Nntlinc Progtram, ltr, ~3ec StatLe
Larshall to Sen. "rtur ;1. VcanidonbrL, 4 Feb 148, with new on German
reparations proglram dt~d 2 Feb6 0Z, Story in flocuenta pp) 371-4~l*
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"A. Reparations program as a •hole be strongly defended aid that die-
Mantlin,3 for and deliveries to IAHA countries be suspended pending Congres-
saonal enquiry only if adm is persuaded after full conference with Congres-
sional leaders that indispensable to congr•esional support for IP.

"B. Deliveries to Soviet Union ba suspended indefinitely except perhaps
tag ends referred to ... above.

"C. Deliveries to all IAPA countries bw continued.

"D. Aareement be soujht with British and French to suspend deliveries
to US= from Western Zones but no econoLtio pressure be exerted If to do so
is aWinat their juddnent."

TheBritish, the cable indicated, regarded themselves ooa.matted to further

deliveries to the Soviets, @topping of which would ZI.vu the Soviet Union an

excuse to increase the difficulties of Western powers, would cut off Soviet

deliveries of wheat, potash, timber, eto., needed by IWHApowers, would dis-

courage haet-West trade and would intensify Ooamu-iet opposition to dismantl-

inr- in Weetern GOerw. The Britis' had been told of probable Congressional

dissatisfaction with their attitude in view of US support to Iizonia and

British requests for 3HP aosietance.6

At the cabinet meetina of 16 January the becretax7 of State su'7ixtted

his recoLvend~itions as planned. The British were advised that their proposal

to put up war plants for allocation was untime%y. Gen Clay was instructed

to urge Gen Robertson not to present the British Zone war plants for alloca-

tion until further notice and to request defer.int if the list were a~tually

introduced in the Allied Control Authority.64

63. Cable, CSCAD PL to CIICEUR, WAM• 93723 of 9 Jan 48, CAD Numerical File,
RG 122, DRS. E

64. Cable, CAD Bcon to MMUS, '•.WU 941CIO, 16 Jan 48, CAD Mkzerical File#P• G 2 DEB. SE•:H4

S C-5C 6
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In tho meamtime, the Department of the ArLy was receiving detailed

questions from tlie Foreign Affairs, Armd Servicea and .Appropriations

Coniiaittees, plus the Case Subcom-iittee of the Herter Coi.mitteev :.bat olf

thciso cLuestions were passed on to Q.ýUS where officials of the L01Onoca

Division spent iauch of their til.ýa ;atharinZ t:h.e iiuce~sar data. Testimony

kefore tae Senate Pociviný ZelatLions C13o;;mitt1- wais often at, Ya iaxc tih

tIhe of.icial views: ALaL~oador Dou--asQ and lSociotýxry oZ Doezeica F'orreatial

expounded at len~rth tww neod for Oonr: an recovior;- 2ew'.c )ointadly

silent on thle subject 0.'c:~~~J~6

On 18 Janiuar-y 191+0 foruer Prouident !!erbert 'Loovu.- aidCZresseci a letter

to Senator Vandenbar,, ullich wau iaserted in the hoariný; iýucord. Lloovor

urged that inzstead of liixtinj Ciori. ai stool2. w~d Liac iflCory l.Oductionl, the

Unitod Bts,.tas should eilcoura,ýe it supp2.yinZ; workinc; capital. Artificial

scarcities, lie said, -auld delay, reconstruction and i1nocrase taxpayer cost

to the United States. And on 20 Joxnuary 1948 John Zoater Dul~les advocated

production targets for Germainy as wiell as internvAtional controls to prevent

ae,-,ressive use of the Goman econoiny. 1:as remarl'-s on the roparatioris iogrmaa

were pointedi

"h1r. Dullest So far it soe...5 as if our adnainiatration of Gurnany had

not heard about the 2Zuropean Recovery Plan; and it is tims thiat the twro2 ~ ~thin-s shoul.d be b~pixht tt~

65, * earings on the 2European Recovery Prog-rami before the Coiard~ttee on
Foreign 116lations, U.S. Senate, 8 Jan to Foeb 48 incluoive; uG Jan W5,
Testimiany of 'Ion Lewis '.. Douglas, Ambassador to C"rei'.t -2aitain; 15 Jan
48 Tostimny of .,:on Jan. s V. Forrestal, See Defense,
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serator Seithl w1y s-ou-•d s o ahead- with di-cAlinz the plants

1.;r. Dullest Thisre were aurementa maed at Potedau~ about the din-
Liantling of plants. whi±ch meaed to sm to be entire3.y unrealistic and to
defeat such a proar an we are talking about here. ... And I do not
tbnid that awW plants of that catelpry ougit to be dismantled. I think
the Potsdam Areemsnt for all intents and purposes should now be treated
as pretty much of a dead letter, because it just is not working."

There were certain plants, Dulles said, which actually represented excess

manufaoturing capacity and could be more useful if moved to Allied countries.

The decision whether to move plants, however, should be made on a purely

economic basis without regard to the Potsdam Areet*nt.66

Dy the eMd of Januwf 1948, various Gongressuen were demanding that

plants in Germany capable of producinZ critical equipuient should be placed

in operation rather than being diantled. If this required priority for

material, labor and fuel, then the IRP legislation should provide such pri-

orities. As the Departaent of State cormented in a cable foruarded through

the Civil Affairs Divisiont "Point is here that our previous explanation

that these plants could not oe operated effectively because of certain Short-

ages does not hold up When temper of Congress is to elEimite obstacles."

Particular Interec,. wias 5hown in the case of sheet, stripe and tube aills2

the Herter Comaittee recomiending that any di==antling in U&Ls field be

suspended until it had been ascertained wVether the products of these planto

aoere needed for European recovery. 6 7

66. ri p 711 (ltr from .. r. 'Y oover) and 20 Jan 4•, %.... o' o r

Jolm Foater Duies.

67. Cabless 0SCAD Econ to OGUS, UhZ 94497 ol" 22 Jan and E•.I 94905 of
29 Jan 48, CAD T!wierical File, IM 122, DhJ. CZJ
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Toward the end of the Senate Foreign Relations Committee'I hearings,

= a ret ort was presented VU L-3vtaIn.R Brown. Predident of the -John'-n JriarLl.i1

Company, who had studied economic conditions in Germany at tho requiesL of

Gen Cla. After discussing the causes for economic paralyvis in Germwy,

Brown recomu•ded the removal of all restrictions on industry except for

those of strictly military charaoter. The currency should be reformed and

the economic regimentation apparatus demobilized, he said. Western Germany

should be made "a European bridgehead for the advance of the private enter-

prise system". Business confidence required abandonment of the philosophy

embodid in the Yalta and Potsdam Agreements and in JCS 106768'

The Senate Foreign Relations Committee considered that the administra-

tion had made its case on the reparations programs Its report submitted to

the Senate on 26 February 194a statedt

"the Committee is satisfied that the policies of this government with
respect to dismantling of German plants are consistent with the European
Recovery Program and that they do not jeopardize the vital role that Western
Germany is required to play under this programi...

"The Committee finds that ro discontinue dismantling would violte our
international commitments under the Paris Reparations Agreements.''°9

The Care Subcommittee, however, disagreed strongly. Its report of 28 February

1948, the major recommendations of which were made known to the executive

agencies in late January,70 made the following proposals on reparations:

68. Hearings on the European Recovery Program before the Comittee on Foreigh
Relations, U.S. Sqenate, 31 Jan 48, Basic Statement on Germany by Lewis H.
Brown, Pres, the Johns-ftville Co., N. Y. C.

69. Senate Report 9*5, 80th Congress, 2nd Session, 26 Feb 48, entitledil "•'~uro:-,3&n Recovery" Program."

4 70. Cable, OSCO 3con to MAJU, WARI 94905 of 29 Jan 48, CAD Numerical File,

G 2S22,CR
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"That a special incentive schedule be authorised for the production
of coal by permitting fmany to retain foi! industrial and heating purposes
all the coal mined beyond the minimum essential exports of cokins coal to
liberated neighbors.

"That the production of fertilizer in Germany =ust be increased by all
possible means as an'indispensable step in increasing the production of
food.

"That the dpuntling of plants in Western Geruany be suspended in or-
der that the list of those scheduled for dismantling may be restvled by a
Congressional coxmittee to determine mhere they can best be used for the
economic recovery of wrope, or alternatively, that a procedure for review
of the 14st be establisheds with application to all of Western GerTauy if possible
in such a manner as to permit full weight to considerations of Diropean recov-
ery, and full knowledge of the facts by the Congress.

"That the management of Germn industry be turned over to its owners
under- such restrictions as are fully consistent with occupation policies but
otherwise allowing full freedom to make such use of raw naterials or use of
foreign exchange credits as is consistent with agreed-upon claims.

"That the schedule of levels for the different industries of Germany
under the Revised Level of Industry Agreement of August 29, 1947, be reviewed
in detail by the Occupation Administration in light of any program for
European economic recovery, and a report with reconmendations for changes
be made to Congress at an early date, an4 annually thereafter."

The notes accompanying these recomendations made it clear that the Subcommittee

had considered the testimony of State and ArM officials in the Senate MP

Hearings but was unconvinced by the arguments presented. 71

The status of the dismantling controversy, as appraised by Col Cheseldine

71. 80th Congress, 2nd Session, House Report No. 1845, Final Rsport on
Foreign Aid of the House Select Committee on Poreign Aid, Report 6n
Germany, pp 113-311 the recommendations quoted are economic recommen-
dations No&. 3, 4, 5, 9, aiAd 10 from a series of 10.
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of the Civil Affairs Division in a teleconference ith 01.MUS on 13 February

1948 was as followss

"Temper of Congress is conditioned by demands of 11arshall PLa=. So
serious is entire reparations problem, particularlyr dismantlini;, thiat matter

is subject of Cabinet meeting today to attempt Set.firm U.S. position to
present Congress. This will mean government contact heie with French and
British to try to secur something solid on whatever our positiQn maD be.
If the Congressnot satisfied, ve can eupect quick legialation or prolonged
debate. Meanwile your dimantling will continue. No one knowsp therefore,
whether U.S. will be praised or censured.,.. Be assured too, that all ques-
tions we send you th~i subject are being asked.British and French by Statq
at governmental level. No problem more acte in Washington than this...

Eatablshment of the, Cabinet Technical Commiaulon

The issue was not resolved on 13 February but at a Cabinet meeting of

16 February the following recommendations made by the Secretary of State were

approvedt

"I. That the Secretaries Of Commerce, Interior and Agriculture nomi-
nate representatives to examine with representatives of he ,State and Arqr
Departments, and in cooperation with members of the technical staffs of the
interested Congressional committees, the Xists of plants scheduled for dis-
mantling in the three western zones (800, of which 186 are in the U.S. Zone).
The purpose of this examination would bg to recommend which plants, if any,
on these lists should be retained because they could if left in Germany make
a substantial contribution to the world supp•7 of critical items.

2. Subject to the possible reconmnedations referred to above, the
Cabinet should approve the dismantling program as based upon the revised
level of industry of August 1947.

3. DiL ntling of plants in the U,, Zone will be continued, and
deliveries of plants will be made from the U.S. Zone to the T1ARA nations,
in accordance with our obligations under the Parie Agreement on Reparations
of 24 January 1946, after recoemmndatione are received under paragraph 1 above.

4. The Secretary of Mtates' representative should, at the forthcoming
TripArtite Conference in London, eeak the adherence of the British and French
Governments to the following courpe of actignp

A. Wndefinite suspension of rarthse deliveries to the Soviet
Union and Polandi with the possible exception of deliverieso..
compensate.d..by reciprocal deliveries of commodities from
the Soviets.

B. A prompt re-examination of the lists of p.ants scheduled for
di:nant2±n in thoirý sonoe.

72. Taoon, CC arA =0 Zoomica Pivioton# TT 9M .,3 rob 48, SCE Telecon File, KC
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5. If satisfactory agrements mith the British and, Frch, as In-dicated in sub-paragraph (A) and +(B) of r'eamma,'t.i~on 4j, -a"e not acheved,

the Cabinet shoulA conaAder further the poaition whic the Us.. Governmeat
should take.

In reporting theme Cabinet decisions to QKGUS, the Civil Affairs Divi-

bion noted that the Cabinet Technical Comisuion thus established oud oon-

*ern itself with the followinig critical indusatries

1. Steel sheet and strips,
2. Steel tubes and large diameter pipes,

Petroleum equipment
4. Heavy elect2ioal equipmeat, including transformers ae'mneradora,
5. Agricultural machinery,
6. goal mining equipment
7. Transportation equipment,
8. Certain types of chemicals, including fertilimer.

The Civil Affairs Division felt that it could assure,-the Cabinet Technical

Coziission that the ce-tioal industries in question were not affected by

reparations from the United States Zone. Its investigations, therefore5

would probably be concerned only with the British and French zones.O

The Cabinet Technical Commission, headed by Normal H. Collieson

(later EA representativein Germany) and also known as the "CollUseon

Conzission', was only the first of several investigative bodies that came

to Germ=y during 1948 to look into the reparations problem. The Joint

Committee on Foreign Economic Cooperation, the so-called "Watchdog CoMIttee"

established by Section =4 of the VA1 Act of 1949, joined with the Depart-

ment of the Anrm and the lconomic Cooperation Administration in establishing

the Wolf Canittee, headed by George W. Wolf of the V':4.ted States Steel

:3- Cable, OSCID PL to CIN•C , WAR 96176 of 18 Feb 10, jCD Vwmrical FIle,
RO..122, MM. BMW
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* ~ :~ichaze4 w.t~h r~ap~i'igthe dismantling of the

X.... -I __!n r~ r r~e--ara n •* Aubsidi.ary committee of the

0olf Coamittee, headed by Joseph Keenan, investigated the effect of

dismnat1ings on the production of coal mining machinery. Finally, SCA

had its own committee, appointed by Administrator Hoffiam at a later

stage.

Six.ck of Information Hampers Consideration of the Dismantlin& Prograw

While these investigations were being launched, dismantling in the

Uj Zone was proceeding at a rapid rate. Gen Clay had stated on i31

December 1947 that "we are dismantling all plants now as rapidly as we

can reach them," and "please understand-ithat in US Zone we continue to

dimantle until we receive orders to the contrary,."' This information

'i'w, passed on to Congress, which had every opportunity to halt US Zone

diluiantlings if a majority had favored such a course. Since Congress

Ol[d not call a halt, OMOUS continued to dismantle. Of the 105 war

iT,,uo in the US ;)NE, 89 were completely disnantled by 31 March 1948.

)•JV 20 June 1942 98 of these plants wore completely dismamntled as well

F.!s •I of the 69 plants that had been diolared surplus in October 1947.7*

,c'r critical industrial plants were, of course, moaLly in the BEril-.J.h

7ý:or., and those were largely concentrated 3u the Ruhr iidustrial •xe'a.

A 5<o, important plants, particularly in Lhe che-inioal industry, wU3e.e .oot..

74. Teleconference, D/A (Gen Draper) and O (01n,).> "; i..
GDov e7r nor Telooon File.. XCRC. SEOt'N

•L ~ ~~75. Reparations and RestJAt o-i,1r),,A (k I,.,., :! J .... •JII "I:•

I ~ ~~~Governor o 6 l..+u !+ •;.' ",, :j.:+
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in the French Zone.

Since 1945, British policy relative to r eduction oi German industrial

capacity had moved in the direction opposite from the trend of opinion in

the United States. Originally the British had favored a greater steel capa-

city than the United States, but by 1947 the situation had been reversed.

The Reparations Division of British Military Government contained a nuz.'er

of officials on leave from important positions in the British iron and

steel industries, •io had at least a potential interest in eliminating plants

that could compete with British eWorts. The British were, however, fully

informed about the proceedings in Congress. In view of their stake in the

European Recovery Program, they had every interest in avoiding steps that

could provoke unfavorable reactions. Dismantling in the British Zone pro-

ceeded, therefore, at only a moderate speed and with special measuros to

avoid publicity. Certain critical plants scheduled for dismnitling woru

still intact at the end of 1948.

A majpr difficulty that confronted all those concerned with the repara-

tions and dismantling question wa. the lack of coordinated aw4 evaluated in,

formation. There had been no comprehensive analysio to ascertain exactly how

the machinery to be removed fitted into the Genran and the European oconur;.

Such an analysis would have required a cooperative project of the three

western occupying powers, because reparations removals affected Westorn (Or-.

many as a whole. Yet all that O1iCUS could offer in support of thu 1947

level of industry was the unproved assertion that the Germans would be unable

to employ the capacity designated as "surplus" on the revised reparations list.

In Iarch 1948 the Cabinet Technical Commission undertook an intensive

SECRET
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monte. GN•U was requested to supply detailed information concerning present

and past production of the plants schedulel for dismantling and the industries whic,

they represented. To this request, vNGUS was forced to reply that there was no

comparable information on production capacities in the three zones. Production

information was limited to that established in the COMS reporting system plus a

few other critical items. 8hortage of staff made it impossible to provide the

data demanded by the Commisuion. Except for personnel engaged in restitution

and dismantling, the C&3US economics staff was being reduced to two individuals

in each Land. No help oould be had from the German oflicials, since they were

embroiled in reorganization and were unfamiliar with reparations problems.

Although OWUS had assembled information on the productive capacity of peace-

time plants in the US Zone, no such information was available for the other

zones and it was doubted that the British or .French would go to the trouble

of collecting the data. Conversely, the Department of the Army was unable to

tell OHWS whether the Commission would require changes in the list of US

gone plants scheduled for dimantling.76

There were from tim to time disputes concerning individual plants.

A typical case inoolved the Gaisler plant at Inich which produced precision

tools and gauges. This plant was scheduled for dismantling in spite of strong

objections from Army Ordnance officials and German sources including the rail-

"roads. Both during and after the dismantling of this plant, it was alleged

* 76. Teleoonfermees, CAD and OUN Economics Division, TT 9186 of a March
and TT 9191 of 9 ar 48, C0 Telecon File, KICC. HE• T
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that O3N personnel bad conspired to Withhold esmeotial information.

It is remazkable that ther were only a few diaputee of this type that be-.

cam ismses in the United atee. ý Normal economic conditions had ceased

to ewtt in Gerwma well before the war, and during the first half of 1948

Western Oerzmay AtMl had a man-agd esono• w.th a worthless currency; there

was, therefore, no objectin test of surplus capacity such as would have

been afforded by supply and demazd in a free markett

Report of the Cainet Lechnical Comvission

By the end of June 1948 the Cabinet Technical Comission had oomleted

its report, which reoommnded the retention of 316 entire plants and 13 parts
78of plants. The Cabinet Committee met on 3 July and decided that the techni-

cal report would be kept secret and not submitted to the President until after

review by representatives of the State, Arwy, Interior, Commerce and Agricultw.o

Departments and the Economic Cooperation Administration. Acting Secretary oi

State Lovett and Secretary of the Aruy Royall maintained that the Commission Ih.

recomoended the retention of too many plants. A cablegram was also read fro2

Gen Clay indicating that he likewise could not agree to the retention of as

many plants as were listed in the Comission's report and that he would latca

indicate the plants which C0-US considered it desirable to retain in Gernuy.

77. Cables, CSWAD to M4US WABZ 96367 of 22 Feb 48; OGMUS to IM, CC 3319 of
29 Feb 48; C$D to GM.US, 'I R!'99211 of 8 Apr 48; CSCAD to 01.GUS WADX C368t./4 of
2 Aug 48; CAD numerical M1e, AG 122, DRB. O•NWTDTIAL

78. Teleconference, DA/State and 0=3 Rpations Division, TT 9860 of 2!8 Jul 14,
M Tumerical Pile, RG 122, DHB. 33=; of*. Clay, Decision p 322

S|ICU
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It was agreed to compromise by retaining a amall number of plants produc-
iing genuine* criltical products. 79

A copy of the repor of the Cabinet Technical Commission was sent to

OM•S, where the E.conomics Division reviewed .the need for the products •of

the plants recommended for retention ar4 the possibility of providing them

with sufficient labor through currency reform and raw materials through ERP.

CMS then cabled a list of two groups uf p"Lants designated as first and

second priority, "the retention of which could fairly reasonably be justified,

based on their anticipated contribution to the European Recovery Program."

Although this WCAUS list was smaller than that reconmended by the Cabinet

Technical Commissions it included some plants that the Commission had not

listed.

After a Working Party of the Cabinet Committee had considered both the

report of the Commission and the OMGUS list, the Committee itself decided to

refer to the Economic C ooperation Administration for further consideration

a total of about 170 plants and to release all others for allocation as repara-

tions. It was anticipated by the Department of the Army that Administrator

Hoffman would accept the proposals of the Cabinet Committee. The Departments

of State and Army planned to review the list of 170 plants with the ECA with

the objective of increasing the number of plants "elea-med for reparations if

possible. At the same time, the State Department would request the British

and French Governments to suspend the dismantling of plants recommended for

79. Cable, CUNS to VD, FIVC 274 of 1 Jul 48, WD to •FMB for Under Secretary
Diaper (in..erlirn), W•. 85.88 of 3 Jul 48, CAD Numierical File, RG 122,
DESt Teleoon) ID and CI3S Economics Division, TT 9751 of 9 Jul 48,
SOUS Telsoon File, KCHC. Secret

80. Tealoon, DA/State and CUM Reparations, TT 9860, 98 Jul 48, CAD Numeri-
cal File, RG 122, DUE. SQPrZT
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retention.8 1

The Hphrey Comimttee and Its Report

Before any action could be taken on the report of the Cabinet Committee,

members of the House Foreign Affairs Committee s~ou ned representatives of

the Departments of State and AM and ECA to discuss the status of repara-

tions in executive session. The Congressmen pointed out that under the ECA

Act, the final responsibility for preparing lists of plants devolved upon

the ECA which, in fact, was expected to consider plants already allonated.

Hoffman agreed that the review of the reparations program for which he

was responsible as Administrator of the Economic Cooperation Administration

would have to include more than the approximately 170 plants recoouended by

the Cabinet Committee for further study. In August 1948, therefore, he ap-

pointed the Industrial Advisory Committee, consisting of Awrican Lidustrial

executives under the chairmanship of George Y. Humphrey of Cleveland.

The Humphrey Committee was charged with reviewing the question of re:Lval

or retention of a total of 381 plants. Of these, 323 had been recoiauiended

for retention by the Cabinet Technical Commnission, lvile the others had NIOIL

listed by 0NGUS, in the Keenan Report on the mine equipment industry, and by

Congressmen and Congressional committees. A stop order was sent out on the

81. Cables, C0C0 Boon to OCPJS, WARX 87243, 7 Aug 48, CAD Numerical. File,
RG G122, DRB. SECRILT

82. Section 115 (f) of the Economic Cooperation Act of 1948 (Public Lawi Q72,
80th Congresas, .2nd Session, approved 3 April 1948) reads; "The Adninaitra-
tor will request the Secretary of 8tate to obtain the agreement of those
countries concerned that such capital equipment as is scheduled for removal
as reparations from the three Western Zones of Germany be retained in
Germany if such retention will most effectively serve the purposes of the
Xuropean Recovery Program."
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plants listed by the Cabinet Tehnical Commission, so that they would not

be allocated or dismantled beyond the existing status. In the case of

plants in the Bitish and French Zones, the embargo was of course in the

form of £ reqauest throuh diplomatic channels to the British and French

I - n otr ureat brit=in and France were recipients of ElP assistance; mu•

request had the desired effect. A similar request was made on some but not

all of the other plants referred to the Humphrey Committee.8

The Governments of France, the United Kingdom and the United States is-

sued a Joint statement on 27 October 1948 to the effect thatt

"...It has been ageed by the three Governments that there is a need to
examine certain portions of the reparations lists with a view to determining
to what extent some plants on those lists mitght better serve the needs of
European recovery if left in Germazy than if removed and re~ereoted elsewhere.
Pursuant to Section 115 (f) of the United States Foreign Assistance Act, a
preliminary review of the lint. has already been made by the United States
Government and a list of plants which require more detailed study has been
drawn up. The further review of these plants will be conducted by the
Industrial Advisory Comittee of the Economic Cooperation Administration,
maintaining close touch with officials of the other two Governments concerned,
who will coope te in every way. It is hoped to complete this review within
a few weeks," 04

For the remainder of 1948, dismantling and allocation of plants under study

by the Husphrey Committee were defdrred until the Co~mittee could make its

report.83

83. Cables, CAD to OCIUCS, WAR 88786, 5 Sep 48, COMDM TIALt WARX 88914,
8 Sep 48,. SRET: and WARX 90182, 1 Oct 48, SUE T;. CAD. Nqmerical File

RG 122, ME .see also 2 pp 48, 67-70, Decision p 322, and
Three Years of 1eS atiaoni. Gi S, Nov 48, p 4,.

84.. Reparations Programs in Western Zonest Three-power Statement, 27 Oct 48,
Story in Documents 424-425.

185. on one occasion, 0K=U was requested to make a discreet investigation of
'clandestine dimmntt3ng in the British Zone reported by the Wolf Steel
Commission* Cable, COWAD to =UGUS, WAHX 88643 of 2 Sep 48,,, CD Nmterical
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The Humphrey Co sseion proceeded to Germaz7 in October, and both

Administrator Hoffman and Special RepresentatIve Harriman of ECA partici-

pated in its initial conversations with MIGUS officials. Col Cheseldine

azd Lt Co1 Smith of the Civil Affair•__ Division. who had participated in the

Vegotiationa on weparations watters in Washington, accozpanied the mission

as liaison officers.

The Huqmpry Committee employed several American engineerinG firms to

review the plants in various branches of industry. George Wolf, President

of the United States Steel &qort Corporation, and a group of his associates

who had mnade the earlier report on the German Steel Industry, were engaged

to investigate the steel plants under consideration. Their study included

a complete review of the German steel islustry. The Humphrey Committee main-

tained close contact not only with MOUS, but also with interested agencies

in Washington.87

The Humphrey Committee completed its report on 12 Janu&ry 1949. Of the

381 plants considered, the committee recozmended the retention of 167 pl;ant8

or parts of plants in the followin& categories: steel 37, chemical's 35, non-

ferrous metals 7, and general mechanical engineering 88. The 214 other planto,

the Committee indicated, could be released for reparations.87

86. Cables,, D/A to CINOUR, personal from Draper to Clay, WAE 90739 of 12 Oct
and WAR 91098 of 19 Oct 48, CAD Numerical File, RG 122, 1)B. C01WTIAL

87. Cable, D/A to 01,00, WAR 92731 of 17 Nov 48, -CAD Numerical File, RG 122,
DEE. ECRMT

87. Report of Induatrial Advisory Committee to Administrator Hoffman, 12 Jan 49,
reprinted in Occupetign 67-73. This report also gives the terms of refer-
ence of the tfm rey -M ttees which were to .recommend to the Administrator
which part, if any, of said equipment will most effectively serve the purposeu
of the Buropean Recovery Program if retained in Germany.... In arriving at
relevant.O

X-70
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A qwues clos•.•y related to reparations removals was that of placing

Pannent prohibitions and restrictions on various German industries. This

dubjeso was disaUrad at the Inw e ra nae of Ferau-ry-June 1948 that

laid the basis for West Goerzan gover=snt. The Department of State had sui-

mariued US policr in a position paper indicating that -uhile kPFrzo wanted

permnent luitations on the German stee1, machine too;U, tar distillation,
dyes and e :osives industries, the United States had always held that the

level of induatr7 plan inrely set a basis for reparations removals. Perua-

nent limitations on industrial output would weaken rather than strengthen the

fabric of secuzlt., The Stat. Department considered that in the long run the

Bitish and Anerican public would not support sanctions to enforce economic

limitations. The Department wished to remove the prohibitions of the 1946

level-of-industry plan against German aluminum and magnesium production. It

also thought that the French dismantling list would cause serious local un-

employment and impoveri4ament, particularJy in watchmaking areas,8

The London Oonference did not itself reach any definite conclusions on

the question of prohibited and restricted industries. It did, liowever, ro-

quire the United States, British and French lalitary Governors to establish

a working party for the purpose of reaching an agreed policy, which began its

negotiations during the latter part of September 1948.

W8. Coordination of Economic Policies and Practices between the French Zone
and the Bizonal Area, 10 'eb 1949, State Dept policy pper furnished
to Dept of Arar for meeting on 17 Feb 1948 WSCL decimal file 014 Germany,
9G122, DHE. SCO
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t Clay subeited in advance an itea-by-item statement of the position

which' aIUW proposed to take. This was accepted by the Departments of State

and ArIr with one exceptiont The production of beryllium, a strategic atomic

material, would have to be prohibited. The instructions to Gen Clay emphasized

that the lliitation. placed upon Germail industry would be temporary, subject to

confirmation by a peace treaty. It was suggested that the working party avoid

the questieo of plant diumantlings which was already being discussed elsewhere.

The US position submitted by Gen Clay was, however, accepted only as an

initial negotiating position and not necessarily as a final position. Since

the British and French would be more imediately affected than the United States

by possible German rearmament, Gen Clay was advised to use care in presenting

the initial US view. The fina position, the cable indicated, "should generally

be in line with agreed Franco-British position with respect to particular pro-

hibited or restricted industries." It was recognized, however, that the

British and French might to some extent be motivated by business rather than

security considerations.O

Preliminary negotiations of the working party showed that there was tripar-

-tite agreement to continue prohibiting the manufacture of implements of waxr,

aircrat, radioactive materials and (with technical. differences in definition)

high-concentration hydrogen perodide and high-wattage electronic val.ves. There

was also agreement that steel production should be 10.7 million tons per year

for the bisonal area. On a number of other products, the British and French

desired prohibition or strict limitation, while the United States was willing to

89. Cables, CIUJS to D/A, C 50595 (D OK-3 3892s Avg 1948), C=CA to CINGEr•,
O 98817 of 7 Sept 1948s, CAD numerical file, RG 122, DRE, SUET (down-
Waded from TB),
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accept very broad limitations or to remove them altogether. In general, the

French position was far more restrictive than the British The United States
I was alone in wishing to permit conditionally the manufacture of synthetic

rubber and qnthetic oil, to remove the limitation on ball and roller bearings

and to permit manufacture of any machine tools not specifically desibmed for

military manufacture. On items such as synthetic aonita, vanadium, chlorine,

tar distillation and dyestuffs, the United States and Britain but not France
90

were ageed in removing limitations.

Althou& General Clay had, in the preceding months, defended the October

1947 repatations list and objected to the scope of retentions proposed by the

Cabinet Technical Dosasion, he had never' held that the reparations program

imposed permanent limitations on German production. Furthermore, the events

of 1948 had shown clearly the position of Western Germary in the emerging

war of ideologies, and the currency reform had revealed bhiherto unsuspected

(erman capabilities. By September 1948, Clay feared that the Working Party on

Prohibited and Restricted Industries might nullify the ECA effort to save key

German plants from dismantling. To accept a restrictive British-French agreed

view on prohibited and restricted industries, as the Departments of State and

the Arzi had suggsted, would• be "flying in face of -strong Congressional desire

to rebuild Germany."91

90,. Cables,CINCKU ugd Clay to D/A for Draper, CC 6030 of 21 Sept 1949# CC

6038 of 22 $pt and CC 6067 of 23 Sept 1948, COUS AG decimal file 004.03,XCRO UM (do 'gaded fr'om TO).

91. Telecon, D/A Washington (See of Defense Forrestal, Sec of AzW Royall,

Undersecretary of Aray Draper, C/S Gen Bradley, et al) and CJS Berlin
Gen Clay), TT 1182 of 8 Sept 1948, OlD telecon file, EG 122, h.]•.

_ngraded from Ti).
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Undersecretary Draper acknowledged the difficulty and suggested that

.Cen Clay not depart seriously from his initial position without checking

with Washington. After Britiah, French and United 8tates •ievs had been

compared, Gen Clay amplified his earlier comment, pointing out' that uixq

limitations proposed by the British and French were based on ýLhe capacity

reaininAg in Germany after reparations removals. It was therefore hard to

take a position until the reparations question had been settled. He then

addedt

"Finally, I should point out to you that the very weak instructions
under which we are negotiatine will inevitably force us to accept prohibitions
mnd limitation which will have a most serious and lasting effect upon German
potentialities for establishing a viable economy. In my opinion, they my
have far greater lasting signifcance than the plant removals which our
Goverrment is now resisting. I am afraid that those same mabers of ConLress
who have forced tha reparations issue will quickly set the inconsistency of
a strong reparations stand and a weak attitude on limited and prohibited in-
dustries, and this may well result in a later upset of any decisions now
taken. I submt that this would be worse in its effect on our Allies than
for uo to fight now for a reasonable middle-ground compromise. I ata not
questioning my instructions but I feel you should look carefully at this
eventuality.

"We should completely prohibit Germany's production of war equipment
under. a rigid inspection system to insure compliance. However, any permanent
restriction of other industries thus reducing the world productive capacity
is inconsistent with AmericAn policy to increase productive capacity.e"92

Gen Clay was then authorized, on an interim basis, to maintain his

original position and to fight for a "reasonable middle-ground dompromise."

Washington then asked Gen Clay to indicate his idea of such a compromise,

which he proceeded to do. As the negotiations continued in the theater,
there was almost daily communication between ONGUS and Washington, gumidance

provided by the latter being limited to spot decisions on particular items. 9 3

92. Cable, CXOCU to D/A from Clay for Draper, CC 6070 of 25 Sept 1948, 0.-GUS
AG decimal file 00".03j, KCRC. SERT (downgraded from TS).

93. D/A to C==, WAR 91673 of 29 Oct and WAR 81460 of 19 Dec 1948, OIGUS
AG decimal file 004.03, KCRC, SECIUT (downgraded from TS)
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It t4W ad of No ub-r 19 4qm agreomnn had been reached

=090 orQnl1 Mao, q'mtsts. wn%&ber s 441. thiovwn, dyestuffs, tar

distlates,~u "A"s~ SWV 110 tS ii4pO.d~ing, On these,,

CO e~ro the W $444 006 teept *M.. 0 I XPsoober I9 Draper no~tfisd

am am.~ tut ac ma $4sqo 64bjef~ t to cnvcrneo

Ue Csv. O L v ~ ~b Ap~ g i4ulw ng 'the W~Lbsa~g principle

A* "Mwto.a th t tv cpli eals omu3 not' be re-
qmýe lost 1w .e stole~ t1 s m~rt b7 the. Rumphroy 0omittee.

0. %3i t4ii4*t i~b, praduotion and ~eve capactity
f or' the iqvts of U~.V '~wit ai-46tive Materials, hWydogen
percaet 7~eroi *o~ imu~ n beryllI.,4 o~nthetic

.41 nlwoIinzg som1 F ue s loer-Tropech plants.

Do. Thsft-ted states is pr.Ia'vS #f fl5068a7 to reach agrosmont., to
acoapt24~ta~aa o i~pbi~dlc p~cd otao anti-friation bear'ings,

emol.., ~ ~ ~ ~ ~ A dao~aca ±t~aer oi abd, copper., sino, fabricated
* ~ zfloeorwon nstals d largi radio t'f tubes.

* ~ ~ S it I*~ousibtas to obtain vow*4 lfte.imitation on alivdu produc-
tion, the. United Mt~ten wou~d agree to;& 4Uvt of 75,000 tons and ruwval of
excess capacity*

7. It the British Ust of prohibited maxbins tools oould not be reduoed,
the WzLted Btates wIQS apes -to s ps'wdW for licaising of production olf items
so listed by the. Mf.2tax' Sea~wLty Wd*

lbs foflns4,AA tho **Pwrimut of the AnW ad"e that einoo this 3OL wou3d

~iatioimt$a. tormot~z the vWPoQtAW&:'Q -obvhbited and. restricted industries,

it wwld have no intewost in the "AplO.Mo of plants representing vurplus to be

94. A mrVd/rs A to ftwIR aft semina to mays. wA 8l1460 of
~ D. 1~, Al 4061o J3OdO) 'tR.U (doungraded. frzom TS).

95. Cables OMSo=Pts to OpIR, WO SW9 of 19 Dec 1940a CAD Nwnsrial file.,
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At this point, Gen Clay indicated his desire to wash his hands of the

enti" matter. Xn a cable of 20 December 1949 he eaids

w,,.1tr own views on prohibited aud restric..ed industries are too well
known.to Department for further comment to be necessary. Unfortunately before
in established present policy, I had thought them the views of our Government.
Security against Germany lies in the intent to enforce security and not in arti-
ficial restrictions of industry essential to normal oommerce.

"I have urged that the question of prohibited and restricted industries
be resolved at governmental levels and not here in Germany. Our present posi-
tion is not only embarrassing to nm past negotiations but it is one in which
a lack of success nmght lead to accusations of lukewarmness. Therefore, I
repeat and urge W• previous recoimaerdation that this question be remov24 from
hands of the Military Governors and negotiated at governmental level.,"o

The Department of the ArLW,, however, agreed tith the Departent of State

that it would be better for Gen Clay to continue the negotiations in the theater

since a dange of venue might "further increase the tendency of the French and

British for end-run actions on other matters.," The negotiations continued

therefore in a desultory fashion, with what Gen Clay described as "aiaost en-

tirely give and very little take, froi oa atandpoint.1' Finally, during the

first week of March 1949,. the entire subject was transferred to the diplomatic

representatives of the three powers in LorAon, vo were also reviewing the rep-

arations question in preparation for the Three-Power Conference in Washington

in APril 1949.7

96. Cable, CINCUR to D/, Clay to SAOUS, CC 7127 of 20 Dec 1948, O.US AG
decimal file 004.03,1=0C. SZCHT (downgraded from TB).

97. Caliles D/A to CINOJ3, Draper Personal to Clay, 1M 81775 of 25 Dec 1948,
33=H~ (4om~p&Ads~from TO)i D/A to = =NEU, WAR 8250319 of 4 March.1949,
29MCRT;CIM I to D/A, CC7961 of 8 March 1949, MCBT, GUB AO decimal
Hie 064.63, r~.,
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rTMLM-T OF ME DISANflLLG AM PHI ISSUES

Action on tp h Hgprey Renort.

After the lhmpbey Comeittee had turned in its report, Administrator

•-of-f•-an requescted Lhe epaxrtm-zent of State to obtain ritish and French aree-

ment for the retention of the 167 plants listed by the ooAittee, indicating

that A had no further interest in plants not so listed. The State Depart..

ment sont the Ulphrey report on 26 January to the Zritish and Fronch. Awbassa-

dors rith a recowandation tiat it be accepted. Althouj the Deprt;ont h1d

considered deferrinj action on tio planta -not re :,•.;endod :or ratention by' the

iluihre" Cogmzittoe until Britiuh ard Frenh reaction to .te report could be

lean-.ed, it decided later to release the sea lats without waitin• Zor flritish

end French aeeunt on plants to be retained. GeA OGa war accordingy in-

structed to proceed with dixantlins and allocction ol the !alsta nor recon-

sanded for ratention by the -lum.Airey Coaittee, with 25 per cent of these

plants still earmarked for posoible future allocation to the Soviets. In the

meantime, tie report o0 the ihrowey Co=dttoe was kept secret, although por-

tions of it leakod" and there were demands in Congress for its release. 8

The negotiations on the Huihrey report were comuctod in London. In

Cenerul, Adwasaaor Douglas attemptedns izistructed, to obtain !3ritish and

French agreewnt to retention of the entire Humphrey list. In February, how-

ever, Washington took the initiative in releasing one of the plants, the

Dochumer Verein Steel Works. 99

98. Cables, D/A to =M=, WAR 82672 of 12 Jan and UM• 83275 of 26 Jan 1949,
CAD mumerical file, RG 122, DRs, M CInMT Rgw ional Record. 8 Feb 1949,
Speech b7' Senuior Lmnglere

99. Cable, OSCAD Zoon to GQJ, WAU 83975 of 9 Feb 1949, CAD nimrical file,
EO 122, DUB. SMLM
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The Department of State attempted to keep the qflestions of the

reparations list and of prohibited and restricted industries separate.

It did not wish to discuss PRI until after settleuent of the IIliaphrey

recormiendations. The 3ritish and French, however, inststed on discussing

reparations and MRI in combination. Au'bassador Douglas finally wac forced

to reconruend that the United Stats give in, and the Department of State

agreed that he mi-bt discuss PRI with Foreign linisters Bevin and Schumaan

if this would facilitate progress on veuarations.

The Shipbuilding Controversy

leanwhile the Department of +le iIavy, -wiich had been supportingý Gen

Clay's proposal to remove restrictions on civilian shipbuilding, suddenly

reversed its position. If a hostile power should seize Western Ljerui;la, the

I1avy argued, it would use the Gornman yards to build subarines and other

naval vessels to attack the United States. The Department of Statu concuri'cd

and prepared instructions for Ambassador Douglas that the United States would

agree to rermoval of seven large shipyards which iZight not be replaced. This

information 'as cabled to Gen Clay together with the news that reparations
100

and prohibited and restricted industries would be discussed tooethor.

Gen Clay promptly cabled back his opinion that "In •iwkinij L'itou typos

of decisions we are platIn- into Corw,,iunst hands." If shikyards could be

used against the United Statc;, so coo1d all other industries; the "'ritish

motive was fear of economic competition rather than of military attack:.

100. Cables, CSCAD Bcon to ClICMUR, 4A41 85337; ."D to CImIUrn, Voorheos to
ClaV, WAR 85469 of .1 Zarch 1949; CAD numerical file, RG 122, DIE.
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Limdtationes on production which seriously affect the ability of 65 million

i people to li~e, Gen 0 stated, tord no security but sow seeds of hatred

-a distress h lead to war. It wou be a bad uain to buy off a few

RCA plants at the cost of permanent shackles on the German econoiq. It was

MaCl•T hope that Ambassado Dousg .would concentrate on obtaining minitm•

restrictions rather than maidmu plant retentions.

Gen COlt added some words on the relation of Oi-U8 to twhe policy process:

"1 wuld liMe to add further that with these same instructions, we •.•it

have reached agreer.Lent here. So a&Ain and for the fourth or fifth tirae...we

are placed in a position to have been moe unyielding than our Government

which of ocurse mean that our negotiating position here is once again under-

mined. It seez that the instructions are, alw7yb only an interiu Governr.ent

position. It has of consequence ude the position of the Auerican :ilitcxy

Governor here alLost an iopossible one for it is more and ire apparent to
his oolleage that he does nAt have Govemient mspport.

. 1...T have no one to send to London from here. In point of fact, woe

could, contribute liothing since our views have already been nade knowm and

our representative Nuld osrve no useful purpose. iUormll13 when thc;, do Mo

to these conferences they are not permitted to attend the actual noetin-s,

I presume froi fear of contauirintion." 101

Aasistant Secretaxry of the Az.-xt Voorhees answered Gen l03k, on 14 h'acik

1949 with a -esaje from Amaassador .ur,.)hZ (iuho was ba&c in tie shatr Deart-

merit) indicating that the General. was "unduly disturbed over a teclhical

pouitAon..." Ambassador Douglas had been aiven the aasae instructions on

prohibited ano, restricted industries ac Gen GlAy; he believed that progress

co%4d be .Ade in this field as well as reparations mithout yieldin4 the fini

United States position. On the matter of sipbuildinZ;, the UnitEd Stat•s

poqtion would be reconsidered. The d day, at an interdepartaental con-

IC. .Cable, ==aJR to D/A, 01%' personal to Voorhees, CC 799% of 12 l:arch

19490 Q2U8 AG decimal file 00oQ3, K=RCo O=T (downgraded from TS).
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ference, a compromise policy on shipbuilding was adopted which made it

possible for Germany to acquire and operate ocean-going vessels and which
102

left intact the residual installations of dismantled shipyards.

The Akeements of Aprl 1949 and Later Nodificationa

By the beginning of April 1949, agreýsent had been reached in London

both on the revised reparations list and on prohibited and restricted in-

dustries. These agreemients wore announced from Washington on 13 April 1949

during the Tripartite Conference of Foreign UInisters. In the field of repara-

tions, the three powers had agreed to ret-in in Germiny 139 of the 167 plwitu

reconewnded for retention by the Industrial Advisory Coramittee (Uumphre5 Corn-

mittee). The agreement on prohibited and restricted industries represented

a oompromise between the views of the occup,.ing powers. Production of s;M-

thatic rubber and (except for a temporary period) of ynathetic oil products

was prohibited, and lixaitations were placed on ali..dnut.i, ball boarin,;s, axi-

n.:onia, chlorine and styrene. There wras, however, a small incroasc in the 'mr-

r -ittod production of' stool, oand the rctrictiori- of iiacaine tool i.ainuiactuwco

and •jikbuildin- wore less strict than the :JritieX, aix1 FrencX had desired.

It was also a~reed that ift no peace settle; :ont -vith Goranz, should havc been
103

concluded by 30 June 1952, t:e liuitationa wuld be roviewed at that tir.,o.

102. Cables D/A to =IICL20, Voorhees to Cla;', ,XA' 05524 of 14 %arch 1949;
D/A to I .Uafl, "AR 85628 of 16 ;arch 1949; CAD numerical file, RG 122,
DF63. SMCIU

l0o. US/UK/French Ayeeaient on P.evioed Gorman Reparation Prol.wi, Press State-
ment of 1.3 April 1949; US/Uk/Franeh A-aement on Prohibited ari Linited
Industries of 13 April 1949; Stowy in Docwuents ý425-426 and :366-371
respectively.
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The announcements of 13 April 1949 settled most of the reparations

and level-of-industry problem but not quite all. The eight plants winich

had been marked for dismantling despite the recommendations of the Humphrey

Coomittoe were of major importance. Five of these plants were among the

largest steel foundries of the Ruhr, and the three others produced chemicals

important for a number of industries. According to Genaan estimates, the

steel plants to be dismantled represented two-thirds of tne capAcity recom-

mended for retention by the Humtphrey Conuittee and 85 per cent of the plant

value on the origlnal dismantling" list. 04

The manner in which the British conducted the d maintlings of the

plants in their zone also asgieuted that they were iuo'e interei;Wd in destroy-

ing productive capacity- than in preoervinz the iiachinos for re-installation

elsewhere. A new wave of pressur-e for further modification of the disnantl-

ing program attvacted considerable support in Congress. After the Senate

Appropriation Act calling for a new review of disanitlings, the Departr.ment

of the ArjW cabled O0GUS to suspend dismantling in the US Zone pending further

105
development s.

During the remaining days of HLilitary Government there was no further

formal modification of policies on dismantling and the level of industry

in Germany. In the fall, however, after the West German Goverirnent had been

installed and ONGUS had given way to 111COG (Office of the U.S.High Commis-

signer in Germany), Congressional pressure combined with the appeals of the

104. Joan S. Crane, Dismantlinge in the Ruhr, Report to Representative
St. George, July 1949 (Mmsop'aphed) 9p 708.

105. Ibid., pp. 19, 348 Cable, from D/A to NGUS, Voorhees to Hayes, WAR
557 of 16 July 1949, Frankfurt Military Post Cable and Telecon file,

KCRC,
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new German Chance.lor Adenauer resulted in a re-openin& ol the question.

An a&e.ment of 24 November 1949, reached with the Chancellor of the Genan

Federal Republic b7 the three Hiom Commissioners upon the instruction of the

repective Foreign •Inisters, permitted the rotention of eight major steel

plants and eleven synthetic oil and rubber plants, insofar as they had not

alroady been dimantled. The aLecment also relaxed considorably the restric-

tions on shipbuilding and provided that Germany would join the council of the
106

OMC and the International Authority for the Ruhr.

106. zbdifioation of Dlsmantlin" in Ger•mny: Ageement Between the
United States, United Xinadom, F.'ance and Federal Republic of
Genrnay, 24 ilovemiber 1949, Decade 1010-1012.
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Chapter 10

*1 FINAL FHAM OF MAJOR FOLICY

THE CGUDDCY RE7RM

The currency reform of June 1918 was the key widch unlocked the latent

forces of reovery in Western. Gernny. Since this reform belongs historically

to th. final phases of military government policy, it has been left to this

chapter. It in necessary, however, to drop back to 1946, at which time the

US Government adopted a definite policy on German fiscal reorganization.

This survey is, of course, limited chiefly to the Washington-GIGUS phase of

the decision-mking process,

US Policy in Quadri~artite Neiotiatione

It will be remembered that on 21 August 1946 the Secretaries of State,

War and Navy had approved the Colm-Dodge-Goldsmith Plan as US policy for

negotiation in the Control Council. The philosophy of the plan was later

incorporated in the financial provisions of JCS 1779 of 11 July 1947, as

follows:

"19. Finance
'I a. Your government views the reorganization of Gertan finances on

a sound basis and the attainment of financial stability in Germany as among
the main factors essential to German economic recovery along democratic and
peaceful lines. To that end, you will endeavor to have the Control Council
adopt uniform financial policies in conformity witU .e . this Directive.

"b. (3) you will take such action as may be necessary to prevent
the establishment of a centralimed German banking system and an undue con-
centration of financial power, but will encourage the establishment of a
central authority for the production, issuance and control of currency and
for technical tbaking supervision. You will also encourage the Germans to
reestablish n•omal bwiking facilities within the limitation prescribed above
and within the present blocking of assets and accounts under Liilitary Govern-
ment Law No. 32;

X-1
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(4) you use the reoources of the Geman eoow to the
M atdau extent possible in order to reduce expenditures appro-
priated funds of your gorer-ut. . .

00. You illp ress for the adoptign b the Control council of a
Program for finAncial ref1om i•ioh provides for a substantial aid appro-
priate reduction irq outstanding currency a4Mnd fnt1Arycam0K iiclnding
public and private debtl for the equitable sharing of the coset of war
and defeat! and for anciflaz minsures including adjustments in the wage.
prie structure nscessaxW to the reI t..+n of balance between the finaa•
cial structure and the eoonomia real;tie8.
The CWou-DWo6-40old11th Plan itself had three major featureas reduction

of currency and monetary claims on a 10-1 basis, equitable distribution

of wr Losses through an equalisation fund and a progressive capital levy,

During the fall of 1946, US proposals based on the Colm-Dodge-Gold-

mith Plan encountered consistent opposition on all levels in the Control

Counoil. Director Jack Bennett of the CNE3 Finanoe Division reported to

Gen Clay in November 1946 thati

"Quadripartite-wise, the papr DFT./mmo (46) 161 (revised)#
looking to a reorgmization of the German banking system and the establish-
ment of the Central Bank or Central Banking Board for the whole of Germasy
met with such opposition in both the Coordinating Comittee and the Control
Council that the paper has been referred to the Allied Cloverments,"

While there was gene•.al apesmnt on a 10-1 reduction of currency and claim,

the three other occupying. powers 411 opposed the UL plan to issue coertfi-

cates a1 .ainst the equalisation fund for the 9Q% reductions The other powers

1. Directive to Oommder-in-Coh"if of the United otates Foroes of Occupa-
tion, JOB 1779# U2 Jaly 47# reprinted in Dee~ 552-61A 4D
A20Uc~ 3Seforn AM2cn~g 1 0see also M~apter 6 ,, jA~~.wl r-
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* agreed with the mortrage feature of the plan to raise revenue, but the

US= and France opposed use of the equalization fund to paM war losses

*such am bomb damage.

A point at issue with the Soviet Union was whether the new currency

should be pinted centrally under quadripartite control or in each zone

under the supervision of the respective oomsianders. In the Finance

Directorate meeting of 11 December 1946, according to Bennett:

".... It was again made clear that the US, British and French
delegates were not disposed to accept decentralized printing of a new
comon currency. The Soviet delegate stated that he was leaving within
a few days to consult with his government, and hoped to return with a
satisfactory proposal on this points He gave the impression that he per-
sonally recognized the validity of some of our arguments. He is expected
to return by 1 January 1947."

The meeting aareed, however, that the old Reich debt should be cancelled.

A new debt would be issued to financial institutions at the reduced rate

of 10-1, and private holders of Reich securities would be given claims to

war loss equalization. Tentative apeeant was also reached on a fortula

for treatment of private debt.,%

%. 1.Iemorandum, Jack Bennett, Director, MLUS Finance Division, to Chief
of Staff, MNGUS, 6 Nov 46, with nine enclosures, including memorandum
of 4 Nov 46, subjects Banking, Currency, Insurance, Financial Denazi-
fication and Statistics and Research, and memorandum of 6 Noy 46, subject:
Colm-Dodge-Goldsmith Plans UIS AG Decimal File 100, Finance and Account-
ing, Germany, KCRC. COFDENTIAL.

lo }ewrandum, Jack Bennet, Director of ONGUS Finance Division, to Gen
Clay, 24 Dec 46; a.US AG Decimal File 100, Finance and Accounting,
Germany, CCRC. SECET
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Up=. retuSxu•g rnan Ifscow, the SovAet delegate prosposd 'e

Finmnce Directorate in Janmuar 1947 that at least part of the now

sing be prine -at L psig in th@e MO'ri Z , with quadripartite con-

td ever al eta ts a printing cueq. While the British and

rench repo sentatives apeed, the U8 delegate said it would be necessary

to consider at theo next umeting whether genuine quadripartits control of

the printing estabosbaots could be so orgmnized*$

since the oonoc in Western Goeoay was by no mans as tightly

controlled as that in the Soviet Zone, the pressure was on the "Rst rather

than the Soviet Qton to aceept a ooproWae proposal for currency refo•a,

unsatisfactory thftuj it ai•ht be. Gen Clay cabled to Washington for ad-

vice, stating in psfti

"In view of our uwwllines a to ac eet this proposal Lfor
Soviet Zone printing with separateo plateGoyvist representatives
have now offered usa copromise to plae the proposed printing
in Leipiig under a quadripartite comittee omposed of one repre-
semtative of each of the occupying powers. In theorV it is diffi-
cult to argue asainst this proposal as printing in Leipsig would
simplify and eipedate the entire printing problem. However, our
experience with Allied military marks makes me doubt the advisabil-
ity of accepting Soviet proposil. In spite of Allied Control Council
apeements we have never received any infomtion as to the total
amount of Allied slitary marks printed and/or issued in the Soviet
Zone. Of course the quadripartite omuittee could not back check
the printing of money in Leipsui althouh unquestionity its
presence in Leipoig would tend to maintain agreemnt in god faith.

"My understanding is that the Bitiish and French are prepared
to accept the oviet omroise. If I do so, it wou be in the
interests of ha.ma n and the hope that it would work aut rather
than in any real confidence that would not develop difficulties
later. Please consult the state Departmnt and advise me as quick-
ly as possible if state and War Departmts have fixd views on
this question. Since we oust delay taking a final position until
we hear from you, a prmpt answer is requested."

i. OaUse, UPQLD Berlin to Se.of state, o9 of f Jan 47,# WU A
Dciml File 123j DE. UM
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In Washington, the Civil Atfairs Division requested the Assistant

Secretarv of State for Occupied Area to furnish the State Depart-

mena views as a mAtter of urgenci-.

The answer to Gen Cla was decided at a high-level meeting of

State, Treasary and War Department officials on 22 January 1947 and

cabled two days later, as followst

w. . . conclusion reached here acceptance of Soviet oompro-
isee .proposal for printing in Leiphig under supervision quadri-

partite .commttee highly inadvisable* Full agreement here with
your apparent view that supervision of comittee ofJbur persons
could be eaily made ineffective and illusory. Advantage of
expediting printing would not compensate for dangers inherent in
goviet proposals. Exerience with currency printing here indicates
detailed safeguads necessary to prevent unauthorised printing
and J.suse of plates. Adequate controls could be maintained only
if printing confined to one establishmmt, in this case Roichs-
druckerei, Asim printing at Reichadruckeari in American sector
of Berlin will be under direct supervision Finance Directorate and
with agreed detailed safeguards calculated to inspfre confidence
of occupying authorities all four powers.

"If you wish exert advice on safeguards necessary to fullyqi ton send you e~r
controlled printing, Treasury willin toer on this
subject for limited period of time.."U

In accordance with these instructions, the US delegate stated in the

Finance Directorate on 29 January thit he was without instructions to dis-

cues the printing of currency for Gormany in any place other than the State

Printing Office in Berlin. This office, although physically located in

the United States Sector of Berlin, muld be placed under strict quadrLi-

partite controls The US delegate was "anxious to consider with his col-

league* the working out of any controls . . . that mould be adequate in

1. Cable, MVUS to Ns, CC 7679 of 15 Jan 47; Ltr, Brig Con George F.
Schulsen, Acting Chief,. CA to Asat See of State J. H. Hilidring,
17 Jan4 7; tDSCA Decimal File 13, DRD. SIGM

C. Cable, IVSCA ZC to 0 9S, 11A 904•9 of 24 Jan 47, CAD Maerioal
File, 3G 122, DR. 55W7
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the minds of the four delegates.

The Ofrrinaw Qnsat.on RsmMnh DeMUaocked Twuahout 1947,

No decision was reached in the Finance Directorate, and fro

then until the Nosaow Conference of the Council of Foreipt lUnistere,

the Oontrol Oowvi. vad. no progres& whatsoever. The 4jadripartite

13eport to the CM stated that .All delegations are agreed that finun-

oial w•trow shall be effected throughout Gerziy as soon as possible,"

but there .was no aj7reeaunt how the reforw s1ould jo e::ocuted. The

report of Via Deput•r Fo--,ei•n ;nidsters to the CF.&* s:Upl•- listod 'Linn-

cial re.,or= &a "not #4,eod".

Zarly in April 1947# 111Ile the OF; vas still in sessions the

Dritish ErabassV in 11 Wton requeoted that the United Starts chance

ito position so as to accept the Soviet proposal to print part of the

ctrnacy at Leipzig under four-power supervision. Even if all precau-

tions were taken, the Jrhitish argued, there wais still need for confi-

dente and good faith. The printing of notes for curency reform re-

mained urgent. Furthenmorei the -Soviet Union could circumvent any con-

trols by counterfeiting the new currency in Leipzig. The Germans had

used the facilities there to counterfeit British bank notes successfully

dW'pg the war. The main issues the 3ritish conoluded, was quadripar-

4tie control over the issuance of notes, which the Sovitt Union was ready

to accept, The Pepartment of State, nevertheless indicated that it mould

f. Cable, QWS to I,# 00 7890 of 1 Feb 47, IADSOA Decimal File 123,
DRD. SMO

47, Peport fom~ the Deputies to the Council of Forep- tWniterse
Mzoopted ip RoMW OA, n uZ 35.
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inform the British that the US position had not changed and would not

be reconsidered unless developments in the WM should make reconuidera-

tion desirnble.#1 The meeting of the Council of Foreign Xtinisters, how-

ever, yielded no results in the field of financial reform.

In My 1947 the British and Frena repreuentatives in the Control

Council agreed to accept the Soviet proposal to print currency both in

Berlin and in Leipzig under quadripartite controls. A compromise pro-

posal by Gen Clay to remove tie Berlin Printing Office from the US sector

and place it directly7 under the Allied Control Council was rejected by the

Soviet representative. The mrmbers of the Control Council agreed to seek

fArther instructions from their governments. In doing so, Gen Clay statedt

"I have the same misgivings •ith respect to the acceptance
or the Soviet proposal as e9qressed in previous reports.

However, we are now placed in a position of being the only
power in disagreement. Obviouslv we should proceed to print
new currency at the earliest possible date to have it ready
if and when we are able to agree on a currency reform programt.
There is still much doubt au to our ability to reach such an
agreement so that the urgency in printing a new currency may
be less real than appears on the surfaces However, in spite
of uy misgivings, I am willing to take a chance on our ability
to control printing of new currency with plates in Soviet hands,
in the interests of unanimity." W

The War and State Departments, however, considered the risk of sending

the currency plates into the Soviet Zone too groat. Washington anxiety was

Ca lbD Sec of State signed Acheson to American hbassy, Moscow, 814
of]•pr 47, VMSCA Decimal File 123, DRB. TPis message Vas not sent
to O!MUS throud. War Department channels until 22 Apr 47, when it
was repeated as IAfX 96600. SEMLT

). Cable, CXITCE1 to MD, CC 9110 of 10 LAy 47, ISCA Decimal File 123,
DHB. SEME
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iner*aued b the f&aiure of attempts made in Kay and June 19%7 to find

out how ma Allied military marka the Soviets had printed with the

plates SLgve thea In 1944.i GIen May was not aut-orised to agpe to

the woviet propoagl and the =tter of printing new eurreny remained

deadlodc•d thtou.aut 1947. /

Later in the year zruors began cirulatinZ that the Soviet l•litar7

Aministation was printing new ourrencV secretly in Leipsig. It was

neeoss•ary to have a mspply of owrenc' to be placed in circulation promV6-

l1yin Westein Gmn if the Soviets should undertake a unilateral cur-

rency refon. At the request of Gen Clay, who had consulted with Gen

Robertson, new currency was printed bV the Ud Bureiau of EngravinG and

Printing, and secretly shipped to Geoza= and stored in Frankfurt before

the eand of 1947. 2

A series of pointed questioaa a"ed by Representative Fra••is Cass,

hairman of the Herter Subeommittue on Ge Wny, in DAecomber 1947 indicated

the rorwinG feoeling in Confreas that Gernn currency reform had been do-

lapd too long And that bisonal reforu should 'a undertaken in default of

wider agnreement.

.1. Nworandun, Civil Affairs Division, currency printing orders, 28 1.Ma 47;
Cable •QUS to AO.JA, CC 9602 of 26 Jun 47, IDSOA DecInal File 123s,
DUDB. MOI

A 2. Ltr. -;& Geri Daniel f.oco, Chief CAD to Director.Alvin We HMal, Director
of 3uroau of Printi.ig and &n4'ravina, 13 Nov 47, MSCA Decimal File 123,
DUBI Decision 211.

3. Ltr. Repreoentative Francis Caso to Undersecretary of the ArV ,:. H.
Draper, Jr., 1 Dec 47, AG Decimal File 091 Geriany, DR3.

S il8
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The Final Atteat to Achieve Four-Power Currency refom

Althoualh by the end of 1947 Foreig;n 1i.ister Adault had indicated •

that F•ae would now accept trisonal fusion anid Currency refor'm, lisarehal

and Bevin directed a final effort in the Control Council to achieve four-

power crrency reform. If it failed, the reformi would be carried out in

the bizonal area. At the London CFIWE in Deceiber, .Earshall denied liolotovis

charge that the United States had decided to issue new currency for its

zone, repoating the US wish for the ea=liest financial reforta for all zones.

M;GU8 was instructed to aninrter queations on currency printing with "no

BecretarV Larshall Gei •e• a; worked out ne.,sonally the plans for

presentinS the final US proposal for four-power currency refor4. in the

Control Council. Details wore ooi :.unicated to the Department of the Arzy

at its request. The proposal, introduced by Gen Clay on 20 January 1948,

provided for the issuance of now currency, cancellation of the Reich debt

and distribution of the currency under an Allied currency oommission. No attezapt

was made to doal with the collateral problems of taxes and equalization of

losses.

The Department of the A=.i expressed the tear that the Soviet Union

m4iht attemt to thwart vlestern currency refort:: by aareeing to print the

currency in Berlin alone, which would require soae rmonths, then refusing

_ . to reach a-eent on conditions of issue and related quesltibn. Gen Clay

34. Cable, D/A to Cinceur, Draper pe.sonal to Clay, .1-92827 of 22 Dec +7,
""•IGUS AG Decimal File 003 Currency 2eform, X•RC. =MT (downrtaded
from TO.). Decision 231.
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apeed that this was a risk, but felt that it was a necessary and aalcu-

lateU on*. In the meantime, GenCl -added, considerable advanee work A

had been done on a West Gemran reform and teabrk wicththe British had

already beganem The Department replied with the suggestion that West

German currency reform be pushed nd that details be transmitted to

Washington for comment and for the information of the Nlational Advisory

Council. There was no intention, however, to transfer the discussion to

the gvernmental level, le the final Western proposal for an all-

German currency roform iwas being discuused in the Allied Control Authority,

that body was in its death throes. Gen Clay describes graphically the

stormy meetings of the Control Council in late January and February 1940.

On 20 January, the day on iiich Gen Clay introduced the US currency reform

proposal, he and Gen Robertoon also aniounced the final reorGaiization of

the bizonal economic organe. This provoked a bitter attack from !ýirshall

Sokcolovskys "Under pretense of' reorganizing tho bizonal economic agency,

the US aAd Jritish authorities . . . have coimzenced ostablishing a aeparatist

tovernment...." At the 11 Fobruary neetinj, CGn Robertson replied to a

Soviet paper oi'iiri tLe 'Wostei.:. 4vorv.ients with deliberate failure to

i1. Cables, D/A to 0 X4iU, ;r 939ý2 o. 14 Jan; J11:= i to D/A 1or C0&,0,

CC 277 15 Jnan 4L; OhG1 3 AG Decimal 'ilu,, 003 iuvrc~cy 'relont, K.M.
S•$0, (do;•'acd fro: TS)

CS. Csi, CgCR ned Clay to D/A for CSCAD, CC 3095 of 5 Feb 48;
D/A £roti CSCAD to CII;CflQ, "L.,X 95569 of 9 Frb 41; O:'Gus AG Decial
File, 003 currency refon,, 11M '. 3CZlM (dowwiraded from TS)
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ded.litairise by e syingt *I my as we ake it ce ear that the UK dole-

gation is not repared to discuss apy paper vwhch cmoences Ath a string
of vs~ustinled. allegations against its governmiet and. a e its citsewm~el

on 29 February 1948 Geu Clay outlined for Undersecretary of the Arm

Draper the plans being developed for Western financial reform* As recoin-

mended in the Colm-Dodge-Goldemith Report, a new currency named Deutsche

Mark would be issued at the ratio of one for each ton Reichamarke turned

in. An additional 20% of Reichsmr-ks would be blocked for possible addi-

tional conversions the remaining 70% being cancelled. The conversion

would be modified by head quotas of 25 Deutsche Marks per employee for

firm and 250 Dt per head of faidly with 100 EK for each dependent, There

would be special war gains and reconstruction taxes to be paid in install-

mente, but certain existing taxes would be modified because of their de-

flationary effects. The Reich debt would be cancelled and replaced by

sufficient debt of the Laender to make financial institutions solvent.

Finally, a uniform exchange rate of 300 per mark would be established

for exports except coal and imports except food.

ONDUS further proposed to work closely with a new German committee

on financial reform established by the Economic Council. This Committee

had developed its own equalization scheme which was favored by the British

•*1 but not by CWD.S 2

1. Decision, 3149-5.3.

2. Cable, CINCEUR to D/A, for Draper personal from Clay$ CC 3335 of
29 Feb$ ONUS AO Decimal Fl e 003 currency reform, KCRC. SECRET
(downgraded from TO

S-CR
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In the mantime, ts Fina•ce Directomte of the Allied Control

Authority as discusing the problem of the Reich debt. heo US delegates

following original instructions, had proposed cancellation of all Reich

debt, both internal and ezctetmnulo Discuusion had now reached the point

where the Soviet, french and British delegates seemed likely to agee

on cancellation of the internal debto On 2 March 48 OMDUS asked the

Department of the Army whether Washington would approve a conpromise

leaving the treatment of external Reich debt to be decided in the Peace

Treaty.1

The Department indicated no US objections to leaving open Reich

debts expressed in foreign currency, but said that failure to cancel

such debts stated in Reichamarks, much of which was held abroad, would

leave unsettled claims up to 100 billion Reichamarks. Holders of Reich

debt certificates in Oermarn would then try to smuggle them abroad, where

they might form the basis of claims that would destroy financial progress

made in Germany. It would be better to follow Colm's plan of cancelling

externally held Reichamarks, permitting foreign governments to advance

claims on behalf of their nationals for settlement in the peace treaty

so fN" -as assets might be available. The Department of the Army added

that, this advice was sent without consultation with either the State or

Treasury Departmentogg-and that a final reply reflecting State and Treasury

1. Cable, CINCEUR to D/A, CC 3352 of 2 Mar 48, OMDUS AG Decimal File
003 currency reform, KCRC. SECRET

2. Cable# D/A to CINCEUR, Draper personal to Clay or Bennett, WAR
97176 of 7 Mar 48, OMUS AO Decimal File 003 currency reform,
KCR., SECRET (domgraded from TS)

X-12
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vieiu would be sent after further information had been received from

the Theater@

Before a firm position on the question of the old Reich debt could

be reached in Washington# however$ the Soviet Union broke up the Allied

Control Authority by walking out of the 20 March 194h meeting of the

Control Council.

A Weat German Currency Reform is Carried Out

After the breakup of the Allied Control Councils O1'US had no diffi-

culty reaching agreement with the British on procedure for currency re-

form. On 2 April 1948 Gen Clay cabled that he and Gen Robertson had

eageed on the folloidng principlest

(1) Write-down of existing money and deposits to be 10% free,
20% blocked and 70% cancelled. The Germans to prepare a plan for dia-
position of the 20%,

(2) Technical terms of conversion to be in general as agreed in
Control Council., but expanded according to advice of German experts.

(3) Reich debt to be blocked pending settlement at a later date.

(4) Domestic private debt to be reduced in same ratio as monetary
claims. Foreign Reichsmark creditors to be given choice of similar re-
duction or holding claims in abeyance pending a peace treaty. Foreign
exchange debts to remain unresolved until peace treaty.

(5) Capital structure of financial institutions to be adjusted to
reflect new conditions.

(6) Economic Council to be required to enact legislation for capital
increment and equalization taxes.

07) OrLWi---- t.zU- ..uvu' v urrnud over to German
authorities subject to requirement that budgets be balanced. 2

2. Sumarized from cable CC 301,, CINCR personal from Clay to D/A
personal for Royallp CMUS AO Decimal File 003. currency reform,

SX1-13
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NMahie• , representatives of the three Western powers were meet-

Ing in Loeon to deteorine the conditions for establishing a West German

Governmnt for the U# British and Fremch Zones. The french repruesota-

tives stated that they were ready to Join the bisoal area In currecy

refor eien before ful trisonal fusion. Acoording4, Frence JoIned the
currency conversations in OGmany. The Financial perts of the three
powers ooridered the recoomendations made by the Oerman Costtee (which
wM &afcepted only in part) and reached general though not oompleto agree-
mot on a nuber of technical measures. These included reoeuton of the
bloked Portion of currency and claim from 20% to 10% and suing a per
capita quota of 50 Deutsche Marks in return for 50 old Markso. A meeting

of the tOre Camanders-in.-Chief to settle unresolved qeosdAons wes

scheduled for 29 May.

Durig April and May 1948, the Department of the Axiq and CMUS am.

changd Tian on various specialized phases of currency reform, such as
the currency for Berlin and the conversion of mark holdings of military

agencies and personnel. On these subjects, Washington limted itself to
suggestionr, since the practical possibilities in the theater were de-

pendent on negotiation with the other occUPyin powers. The question of
French Government holdings of Reichamarks, obtained by converting funds
of POWs and forced laborers, was referred without prejudice to the

respective Govermnents. 1

KCH. SECRE~r (downgraded from TS). The original cable had 9 points,of which points 6 and 8 are omitted here as of minor importance.

L Cable, CINCEUR to D/A, Clay personal to Draper, CC 4507 of 30 May J48,in OMUS AG Decimal File 003 Currency RIefor, KCRC. SI0r (dmi.
graded from TS)

SECRET



SECRET
II

The final negotiations on the curre•itcy reform were conducted en-

tirel~y in the theater without specific instruc~iozra from Washington,

although daily cables from OMOUS kept the Department of the ArxT apprised

of the status of negotiations. For a day or two there was a flurry

caused by a Washington suggestion that the military conversion rate for

the mark be left at 10. 0#,MUS had gone to great pains to obtain French

and British agreement to the 30# conversion rate, which involved con-

siderable disadvantages for their occupation forces. Gen Clay cabled

that the suggestion of the 10# rate "has hit us like a bombshell and if

it is an order may necessitate complete postponement of currency reform." 1

Undersecretary Draper replied that it had been the intention of the

Department of the Army to make available to OMUS the best advice of the

State, Treasury and ArnW Departments, "but that within the general prin-

ciples and policies given you by your governments tha detailed decisions

based on tripartite negotiation were within your province." Although

opinion in Washington was that the 100 military rate would not seriously

affect faith in the newn currency, the decision would be left to Gen Cloy

with the understanding that if the military rate should be made 3G0,

compensating cost-of-living adjustments for personnel would follow. 2

1. Cables, WAR 82942 of 31 May 48 from WD to CINCEUR, Cc 1583 from
CINCEUR to D/A WA.R 83287, 6. Jun 48, D/A to CINCEUR and CC 4593
of 6 Jun 48, CINCEUR to D/A, Clay personal to Draper; 0HNS AG
Decimal File 003 currency reform, KCRC. SECRET (downgraded from Ts)

2. Cable, D/A to CrNCEUR, Draper porsonal to Clay, WAR 83389 of 8 Jun48,9 OMOUS AD Decimal File O003 currency reforms KOCR, SECRET (down-

graded from TS)
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A fwther difficulty was eauaed b7 French objections to tax reduo-

tims which were felt to jeopardize occupation charges in the French Zone.

Mhat appeared to be an acceptable ompromise was reachedp but on 15 J=O#

Gen KOE•t4, the French Comander-in-Chiefs stated that if the French taZ

proposals wre not aceepted, the French Zone could not join In the curr•n-

y refom.

At this point, the new currency was already being shipped from Frank-

furt to the distribution centers. Gen Clay and Robertson stated that the

currency changeove would proceed on schedule in the bisonal area in any

event. Late in the night of June 17, however, after the French National

Assembly had authoriaed the Government to participate in the London

agreement for trisonal fusion, Gen Koenig agreed to the comprowise taz

proposals. The currency conversion took place in all three sonee a•u

scheduled on 20 June 1948.1

The currency reform in Western Germany led to a sequence of dramatic

developments, including the extension by the Soviet Union of the existing

partial blockade of Berlin so as to cut off all land and rater transpor-

tation, the Soviet attempt to expand their zonal currency r efomr into the

Western Sectors of Berlin, the failure to reach quadripartite agreement

on a uniform currency for the citys the establishment of the airlift and

the breakup of the Berlin City Government. As the scope of the present

study did not permit going into questions involving specifically the City

I. Decision 212-13j resolution by the French National Assembly, 17 Jun
,reprinted in •!Mtion 267-68.
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of Berlin, these subjects are not discussed here. Needless to say, the

political implications of the entire Berlin affair, including what for

a time appeared to be a genmine possibility of armed conflict lth the

Soviet Union, led Washington to -take. an active interest in the Berlin

negotiations, which were soon supplemented by the abortive intergovm.-

mental talks in Moscow.

Yet even during the siege of Berlin, Gen Clay was given wide lati-

tude for decision. As Secretary of the Arq Royall told him on 1 Sep-

tember 1948,

"Fully realizing the very difficult job ihich lies before you,
it is not nr intention nor that of the State Department to re-
strict or hamper you in your negotiationse However, we will be
glad to give you our opinions on any matters about which you wish
to consult us, and to assume or sharp the responsibility of any
important decisions which you have to rnks."

While the Department of the AM wished to be kept currently informed

of the details of negotiations, this was for information and not for

the purpose of regulating day-to-day discussions. Washington would,

of course, wish to be advised before any overall agreement on a de-

terminative question or before a definite breakdown in Berlin,1

THE CONCLUSION OF DENAZIFICATION

After the amnesties of 1946, denazification had proceeded to the

accompaniment of increasing criticism. Business interests both in

2. Cable, D/A to CINCER, from Royall personal for Clay, WAR 88531
of 1 Sep 48s OMDUS AO Decimal File 003 currency reform, KOCR.

II I:SECREr (downgraded from TS)
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OeaMy and in merica complained that the progrea was retarding Oemen

recovery, and the denasiftoation officiala themselves ome up iith nmwz-

cum plans for simplifying and expediting procedure. At the sm times

am* sectors of the press and public in both countries complained of the

"renesification" of Oerna.l Meanwhile, under instructions from the

Joint Chiefs of Staff, tfose mandatory arrestees not wanted in connection

with Allied Trials were turned over to the German Authorities or, if the

latter failed to issue warrants of arrest, Vere released. 2

In October 1947 the Law for Liberation was amended so as to permit

more rapid processing of routine cases, with the intention of permitting

the tiAbunals to coppentrate on the major NMais. Party membership was

no longer in itself a ground for classification higher than Class II1

and the principle of presumptive guilt was eliminated. Except for mam-

bers of formations declared criminal by the International Military Tri-

bunal (the Oestapos SS, etc.) trials were to be held only where the

uvidenoe justified. As a result of these amendments, the monthly out-

put of the tribunal. tripled# and by the end of 1947 figures 2#5230323

out of 3,2slk88 cases had been completed. In January 1948 Military

Oovernment abolished the requirement that classification of persons

charged as "offenders" or "followers" be submitte*d:r its approval.'

1. Duasiflication 123-26.

2U. Cable, JCS to COJ'•{USFEE, WAR 935" of 7 Mar 4T, CAD Nuu'eniJcal
File, AG 122, MB. RESTRICTED

3. BmaeIfiatltM (Cumulad4ve Aeview), Report of the Military Oovernor
moo 4# US 4pr 408 p UJ Koormann, De nazficaln 127-28, 130.
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These developmenti, however, did not satisfy a growing dumand in

Congress that the denasifioation proceedings be concluded as quickly

as poacible. The report of the Case Subcommittee reommeinded:

"*That denaifleation proceedings on all "'ut "major offendere' be
ended by Mar 8, 1948 (the third anniverary of WE-day) through proclaim-
ing full amnesty for all "lesser offenders' and "followers" whose clcar-
ance proceeding. have not been completed by that date, and that full
faith and credit 'be accorded the holders of this and prior anneaty or
clearance cards by all agencies of the United States Covernment, thereby
granting full freedom of movement and the right to work, to enroll in
educational institutions and to participate in goverment."

The Suboon.ttee noted in its critique that "American denazification

policy went too far and tried to include too many.' Its categories

were too broad and too rigid, and it left the German people in a state

of uncertainty. "It may even have driven some people who were origi-

nally favorably inclined to the ideas of democracy back into the arms

of some species of totalitarian±sm."l

The Department of the Army raised with Gen Clay the question of

carrying out the recommendation of the Case Report. At first Gen Cley

demurred, pointing out that the approximately 400,000 cases remaining

were being settled at 100,000 a month and that on 1 May 1948 the re-

maining lesser internees who had served two years in internment camps

o would be released. A general amnesty at this point would benefit the

"really bad actors" who had not been tried and would discredit the

1. Report on German, in Final Report on Foreign Aid of the HouseSelect Committee on Foreign Aid# House Report No. 18Z5 80thCongress, Second Session, pp 127-29.
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entire pOgram. 1 A few days later, in answer to a ftrther inquiry in

a teleconferences Gn Clay osatedo "I cannot stop denasifloation aoept

by order1ig the Germn to stoy. If this is an order, please advlime n.2

While the Department of the Army waa not yet ready to order Gen Clay

to halt denasification, opinion in Congress becom increaingly outspoken.

The Howue Appropriations Committee served notice that it would not approve

an Arm deficiency bill unless denasification were stoppede3 At this

point, Gen Clay weakened and approved a compromise arrangement which

eliminated all but 32,000 of the remaining cases. The Law for Liberar.

tion was amended so as to give public prosecutors full discretion in

filing charges except in Class I casesj pro-trial restrictions were re-

moved from all untried persons except those chaned in Clau Is allowing

them to re-enter all positions in private industry and business except

key positions. On 27 March 1948 MOIUS issued a directive establishing

a target date of 1 May 1948 for the completion of all first trialsj and

making available the German personnel, the space and the equipment of

Special Branch Offices to help the German tribunals to deal with the work

load. This directive caused the Herter Conmdttee to comments "The Com-

mittee notes with satisfaction the announcement of the United States

l. Cable, CINCEUR to D/A, Clay personal to Draper, CC 3499 of' l Mar 4 8,

CAD Nmmerical File, R 122, MB*. CONFIDENZAL

2. Decision 260a

3s William e. Griffith, "Denasification in the United States Zone of
GoermW, Annals.
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Mitary Governor on March 27, 1948a substantially in accord with this

recomendation.81

OA 1 N' 19148 oy17 32,300 heavily incriminated Nazis remained to

be tried, Du-In the summer of 1948 these cases were adjudicated and
in September the Special Branch Offices of Military Government closed

down. While the influx of refugees, expellees and prisoners of war kept

the German tribunals active on a decreasing scale until April 1950, do-

nazification was no longer a subject of important policy decision.

FIRST STEPS TW•LM WEST GERM&N G MENT

Failure of the Final Attempt to Achieve German Unity

Although the Moscow CFK of March-April 1947 had shown the Soviet

Union to be interested in German unity only on terms permitting the

Communists to seize control, it had been agreed to make one more at-

tempt to reach four-power agreement at the fifth session of the Council

of Foreign Ministers, which opened in London on 15 November 1947. The

Deputy Foreign Ministers convened on 6 November to attempt a measure of

advance agreement, OKIUS being represented indirectly by Political Ad-

viser Robert Murphy. The deputies produced a voluminous report. They

had finally agreed on central German administrative agencies, The French

had a reservation concerning their jurisdiction in the Ruhr/Rhineland.

The Soviet Union wished the zone commanders to control the activities of

the central agencies in their respective zones$ whereas the three other

L'L

1. Denazification (Cumulative Review), Apr 48, pp 10-3i, 160-62S Final
* Re~port on Foresign Aid, p 127.

X-21

SECRET



SECRET

powers did not. The Soviets proposed that a provisional central govern-

ment, if established$ have i mainam of governmental powers includig

polieo authority, while the French desired to keep the functions of the

central goverment to an absolute winium. The United States and British

were in betwesn, agreeing with the Soviet view on some points and with

the French an others. 1

Both the Department of State and ONDUS developed position papers on

various subjects for use at the London CPU. In October 1947j, there was

anechange of draftee The State Department agreed to incorporate ODUS

suggestions in its own papers, and OWUS was asked to prepare over-all

papers onee

1 guarantees of democracy in Germany,
2 establishmtet of provisional German government,

revival af the German econom,
insuring permanent demilitarization and
settlement of German boundaries.

Each of these papers was to contain a statement for the Secretary of

State to make in the CFH and a proposal for him to introduce. 2

At the London CF4, which lasted frou 25 November to December lZ,

1947, the U.S. Delegation included Gen Clay ard a siseable ONDUS contin-

gent. The latter included the CIW Secretariat# a unit of the ONDUS Civil

Administration Division, which had become responsible for political as

1. C•/D/L/47/0. 80, "Report From the Deputies to the Council of Foreign
Ministers on the Farm and Scope of Provisional Political Organisation
af GermaN," 13 Nov 1947, Reprinted in Documents on Unity, 79-8%.

2. Cables CSCAD, to OMUS, from Litchfield for Dayton# C-OT 88870 of
21 Oct 1947# CAD Numerical File# RG 122, DRB. SEWRW
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well as governmental affairs. This arrangement provided a channel through

which CGWJS views could contribute to the determination of US Government

policy, As Gen Cl recounts%, Secretary Marshall made it a point to iron
out differences in a daily staff rdeeting of the entire US delegatione1!

i Clay himself took an active role in these discussions and pressed for

statement of the American position on governmental problem*2

The United States Delegation at London took the position that no

serious discussion of German governmental structure was possible until

the four powers had agreed on certain fundamental principles. Secretary

Marshall later summarized these principles as follows:

"1. The elimination of the artificial zonal barriers to permit free
movement of persons, ideas and goods throughout the whole territory ofGermany.

"2. The relinquishment by the occupying powrers of ownership of
properties in Germany seized under the Nuise of reparations without
Four Power Agreement.

"31 A currency reform involving the introduction of new and
sound currency for all Germany,

"14, A definite determination of the economic burdens which Ger-
many would be called upon to bear in the future, that is, the costs of
occupation) repayment of sums advanced by the occupying powers, and
reparations.

"5. An over-all export-import plan for all of Germany. 3

1. Decision,. 3W4-3 4 5.

2. Edward H. Litchfield$ "Emergence of German Governments" Chapter 2
in Governing, p 58.

3. Report by See Marshall on London Session of Council of Foreign
Ministers Stor!y in .Documental 65.
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The Soviet Union had not the slightest intention of agreeing to these

principles, which would have meant the abandonment of its policy of

eonomcxe and politicl• ocyoiLtatione It insisnted on large scae raepr&-

tioe from current German production andzufaed to pool German economic

relouroese
1

MeanAhile, the Soviet-controlled Socialist Unity Party (SED) had

organised the Goerman Peol•e's Congress," a united front assembly oon-

sisting largely of delegates from the SED and its affiliated *mass

organiati•'•.m vwith a fer Coausnistm and other leftists from Western

Germany. The "People's Congress" elected a 17-man comnittee to go to

London, supposedly as representatives of the German people, to plead

for "German unity and a just peace". The British refused to issue

travel papers and the U.S. Delegation rejected flatly a Soviet pro-

posal to grant it an azdience. 2

This patent attempt to exert pressure on the Weatern Allies through

mass propaganda not only unveiled the entire Soviet strategy but also

stimulated unprecedented solidarity between the United States, Britain

and even Franceo Shortly after Molotov had presented unsuccessfully

the "People's Congress" proposal, Marshall adjourned the meetings

die with the obiosw concurrence of his colleagues.

1. Deci7.ons 347

2. German GOnernmental Oanisation and Civil AdA.nistration (COulaa-
UTO Review), OMUS Report No. 30# Dec 191J&7 p O31 See also Xurt
Glaser, 00overnmente of Soviet GermanyN. Chapter 6 in Goverim
pp 164;.165.
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Although the London CIG produced no direct results, it served to

clarify Amercan and British ideas on the structure of German central

government. It also established the primacy of ONGUS in the develop-

KMoent of U.S policy on German government. Finally - and mat impor-

tant - it was at this conference that Foreign Minister Bidault of France

agreed to early three-power discussions with a view to formation of a

West German Gov e nt 1

The First Session of the London Six-Power Conference

On 20 January 1948 announcement was made of a Conference to meet

in London on 23 February to discuss German affairs of interest to the

French, British and United States Governments. Representatives of Bel-

gium, the Netherlands and Luxembourg were invited to take part, on an

equal footing, in discussion of all items on the agenda except those

dealing with direct occupation administrations 2

During the preparations for the conference relations with the French

were slightly ruffled by the final bizonal reornanisation of 9 February

1948, against which the French Government - with an obvious eye to its

internal political situation - felt obliged to protest. The Department

of State was, however, able to quiet the French by taking the occasion

to recognize the de facto separation of the Saar from Oermarn and its

incorporation in the French economy. It had been the United States in-

tention to accord such recognition in any cases but Gen Clay was advised

1. Litchfield, Govemrni, 383 Decision, 394.

2. Decision, 3941 London Six Power Conference, tonmique of 8 March
194a story in Documents, 75-76.
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to present the Saar agreement to French Military Govermment as a d

1ince the Fwenah were unwilling toddismass a formtion of a West

German government idthout nettling other probleme the agonda of the

London Six-?~ Conference Ineluded the following subjGeAL

As Association of Benelux Countries in policy regarding Western
Germany.

B, Reparations Deliveries.
C Relationship of Western Ooezmn to IUP.
Do Control of the Ruhr
B. Security against Germany.
F. Ikolution of the political and economic organization of thethroe Wesern Zones*
0. Provisional torr'i•. a arranments and internal adnds-

t .ative boundariese

The cablegram listing the conference agenda also informud Gen

Clay that,

"State in particularly desirous that you attend theme Conferencese
in entirety if possible, or in event of extended diecuasiona, for an
much time as you can spare. We recognise limitations on your time but
would hop• you could be present during talks with Bi-tish and a much
of Frc•holdocussions an possible. Mr. Bevin, according to State; has
personally expressed a desire that you attend.,

The United States Delegation was headed by Ambassador Douglas# with whom

Gen Clay's relations had alvays been particularly cordial. As in the

case of the London 0FM4 Gen Clay brought his principal goveremental and

eoonomic adviserse

1, Cable, OSCAD PL to 03YCTZR personal for Clay# WAR 942O04 of 17 ,Ton
,9148, OAD Numerical Files, 122,, DI. S=fwA

2. Cables WD to CINCEWI, Draper personal to Clay, WAR 94985 of 29 Jan
1948, CAD Numeriol File, Kh 122, DRn, SECRE1T
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The Department of State prepared a series of policy papers for the

London Conference. These made clear the general U.S. objective of inte-

gra"t an eomodically rehabilitated Western GerOman under a democratic

goverament into Western uarope, but left considerable flexibility regard-

Ing ways and mans. V1le the United States, for instance, preferred

German allocation of Rlhr products under international supervision, other

alternatives were not excluded. Political evolution of the three Western

Zones might proceed from the present bizonal organization, to which the

French, speaking privately in Berlin, really did not object, and which vas

both federal and democratic. The French were to be urged to permit free-

doa of movement between Bizonia and the French Zone. Trisonal economic

fusion could be an intermediate step toward political union and would not

necessarily represent a definitive split of Germany.

The paper on economic coordination pointed out that since a French

veto in trizonal control organizations would result in paralysis, major-

ity vote should prevail. It would be impractical to insist on a French

financial contribution to the support of 1stern Germany& Even if full

economic unity could not be attained, a currency reform for the trizonal

area would still be possible. The paper then dealt seriatim with a number

of specialized economic problem and indicated that Ambassador Douglas

should decide after consultation wiAh OMAUS which of thesq questions should

be raised at the London Conference.

The most important of the State Department's policy papers was that

entitleds "U.S. Policy Regarding the Formation of a Definitive Ooveinmen-

tal Regime in Germanyp," which listed the following principles to be applied

in the development of German governmntal structured

SECRET
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el, -Oay th. most general r estri ctions should be imposed upon the
OGern frem of a gar verz it, and these should be limited to require-

0401te clearly indispensable to present and long-term security, The
broad form and detLls procedures of a future regime should be left for
determination according to dmooratic processes by the Germazs thnms.lve

2, Arq Oenum goveront should be foederal in haM'ra,_ resting
"upo e aiitOomW of the Laender Iconsistent with the rquiremsnts
olo',.e,, oonomi and ad.mnistrative unity. powers of the govenment
should be specifically arumarated and delegated by the statesN and .31
reeidual powers reserved to the latter,

3. The government, however should be more than a coordinating
instrument of quasi-sovereign stas. It mot have adequat authoeitA
to deal successfully with the political and e conomic problem of present-

da =, and$ in particular, to enable Germary to pAV a major role
in th peanRecovery Program.

4. The structure of such a government need not be specified and
should not be dictated by the occupying powers. But its dmocratio
character should be assured by the edstence of a popularly-elected
assembly$ reflecting and responsive to the political will of the olec-
torates Its federal character night well be embodied in a second house
representing the goverrments of the various States.

5. There should be ful and adequate guarantees against the danger
o executive centralisations and the executive, whether independent of
the legislative branch or operating on the principle of parliamentary
responsibility, should be subject to direct democratic controls.

6. The integrity and independence of the judiciary should be fully
assured under the constitution.

7. The principle of mad.um-delegation of administrative responsi-
"bDilty should be upheld, but not to the extent of withholding fr•m the
government the authority essential to insure the enforcement of its am
enaotatents,

8e Local self-government should be assured to the greatest degree
practicable.

9e There should be specific and comprehensive guarantees of civil
rights and personal freedom.

10. There should be a rational readsjustment of Land boundaries with
a view to mseing each State a sound administrative unrd, th due regard
for economic realities and cultural t4anditions, and for the principle
that no single State should be strong enough to dominate the c ontral regime.

11e The financial integrity of the States should be assured so that
they wil be free of domLnation by gove;%ment through control of vital
sources of revemnes The government should# however# be assured adequate
financial means.
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12. Centralised control over police and security forces should be

avoided; State autonoir should prevail with respect to cultural, educa-
tional and religious affairs.

13. The details of a governmental structure for Germany should be
worked out by & democratically-alected German constituent aasbI3,y, sub-

e ~ act to approval i' 1the occupation powers and direct ratification of the
erm=n elestorate.U

The State Department paper was in general agreement with ONGUS

thinking, as well as that of German constitutional erperta. It omitted,

however, two questions that later became bones of contention between

CWUS and German officials.: whether the civil service should be politi-

cally neutral and whether civil servants should be permitted to sit in

Parliament.

Interim Discussions in Berlin

The first session of the London Conference, which ran from 23 Febru-

ary to 5 March, 1948, reached agreement on certain very general principles.

It did not, however, arrive at ary specific conclusions and particularly

not on the question of distribution of powers between the future West

German Government and the Laender. The Conference adjourned from 5 March

to 20 April, 1948, during which interval the three Military Governors were

instructed to consider and report on the political structure for Western

Germany, economic coordination and various other problems.2

I, State Department policy paper "U.S. Teolicy Regarding the Formation of
a Definitive Governmental Regime in Ge nv'W", 7 Feb 19L, PAti File A
3610, Germay, RG 122, MUB. SECRET

2. Decision 397; London Six-Power Conference, Commnique of 8 March 1948,
Mr Documents 75-76,
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Widle these Berlin conversations were progressing, Marshal Soko1ovsky

broke up the Allied Corntrol Council. Shortly thereafter, the Soviets be-

gan insisting on boarding US military trains. Gen Cla's proposal wa to

arm the traines, but Washington shrank at the thought of prookg an nc-

dent". Possibly a result of this, the Soviet authorities drew the oonolu-

sion that the United States could be forced out of Berlin.

At the same time, plans for the transfer of occupation adminnstra-

tion to the State Department, which had reached the stage of detailed

studies, were postponed indefinitely. It had become apparent to influ-

ential members of Congress that a transfer under the existing situation.

would be inadvisable, and the Department of the Arxy was advised through

a confidential intermediary that the power over appropriations would be

invoked if necessar7 to stop the transfer.l It was agreed that studies

already initiated would be completed and kept in TeserVe. 2

On the diplomatic .level; the Soviet Ambassador in Washington pro-

tested against the London discussions, and an Assistant Secretary of

State rejected the protest in civil but unambiguous language. 3 I.n Berlins

the working party considering political structure for Western Oermar: lost

itself in detail, making little or no progress on major principles.

o. Letter, Carl J. Friedrich to Kurt Glaser, 18 May 195h.,

2. Cable, OSCAD to OWIUS, WAR 98204 of 24 March 194s, CAD Numerical
Files RG 122, DRB. CONFIDENTIAL

3. Note from Asat Sec of State Norman Armour to the Soviet Ambassador

at Washington$ 26 March 1948, Documenta on unity 10-
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q Gen Clay, however, heard that Maurice Couve de Murville, a ameber

Sor French delegation in London, was interested in discussing govern-

| mental problems inornallys At Gan C1a•ls invitation, Couve do Murville

co•me- to Berlin on 6 April 1948 for a three-day visit dua which it,!

turned out that Franco-AmeriLcan differences were not as deep as they

had appeared, Gen Clay writes or this episodes

"*Our discussions disclosed that basically the French Govermet,

like ours, was interested in principles which would avoid the creation
of powerful central control. When sono of our detailed differences
were raised, Come do Murville would toes them aside as detail and
irrelevant to our real purpose.

"This convinced me that we should make a new approach to the prob-
lem, avoiding discussion of mary details which might not necessarily de-
velop In the German draft, W'e should concentrate on establishing the
broad principles to be given to the German Assembly for its guidance and
also the principles which would be given to the military governors to
luide then in determining whether the constitution conformed to these
broad conditions,"

Gen Clay then dictated a brief memorandum which Couve do Murville, after

showing it to the French Military Governor, GeDn Koenig, approved as a

basis for possible agreement. This memorandum, which Gen Clay quotes

in its entirety, contained the following principles (cited here in

summarized form):

1. A constituent assembly will be held not later than 1 September
1948 to prepare a constitution for ratification by the several states.

2. The delegates to this assembly will be elected by the people
under procedures adopted by the several states.

3. Delegates will be apportioned to each state on the basis of
one delegate per 750,000 population,

4. The constituent assembly will draft a democratic constitution
establishing a federal government structure protecting state rights andguarant"y4no tndivichil rights and freedoms It will determine the boun-

dories of tnz &ztWl;,.,,• r enizing traditional patterns and avoidin stateswhich are too large or too small ix compari.son vi~h Uits ,•e

5#The constitution wilbeecasdined by the occupying powers for
compliance with the objectives outlined herein. If it so compliesp it

A SECRET



SECRET

wini be submitted for ratifiostion by the several states under such pro-

cedures "a theme states nra dopt, When ratified by two-thirds of the
states it will beom e cntit on and binding upon all states,* Aend-
ment mst be rat•-ied in like fashion*

6. The conatitbent asualy will designate an electoral cossttee
to arrange for elotions concurrent with the ratification of the oonstitu-
tion. The gwuesment so elected will take office tbiriwdavs after rati-
fioation by the requiaite n=ai•eof states TMe govrumnt wil then be
= oned wAh goverovid i an the onsu•tu:ton except " foreign

io are handles oy i~ o oecup powers pending a peace treaty.

7. Ioeopt in the field of foreign relations and there only " re-
quired by adeting cirowmtanoes, allied supervision and control Wil be
directed to requiring adherence to the oonsitition and to exercising such
control of war potential as may be determined.

8. Prior to establishment of trisonal German government it is im-
practicable to establish t-i.onal Allied control. In the interim,, steps
will be continued to ensure full economic coordination of the trisonal
area and the French Zone.

The Military Governors amended this memorandum slightly and submitted it

to the re-opened London Conference for discussion. It was, as Gen Clay

writesp the basis on which agreement was reached*1

In the meantime, the Department of State sent new instructions to

Ambassador Douglas on negotiation of Ruhr controls designed to assure

that international, allocation of coal would not Jeopardise the financial

interest of the United States so long as U.S. support of Oexasn might

continues 2 The Military Governors agreed among themselves and with Bene-

lux representatires on procedures for closer association in policy matters,

1s Decision# 397-400O.

2. Cables# VD to CNCZURj, Draper personal to Clay, W•R L f April

28A pril 1948 - (leD-.M -6664 of 29 April'1948), P & 0 decial file
091 Oemazn, We1. SE•C•T Decision 00o.
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The Resumed London Conference Results in hgreewnt

The second session of the London Conference lasted for so80 weeks,

during which Gen Clay was forced to co•mte between London and Berlin.

Eventually, however, it reached agreennt on all subjects Including the

association of Benelva countaries in policy regarding Germy; inter-

national control of the allocation of Ruhr coal, coke and steel; pro-

visional adjustments of German western frontiers (over General Clay's

objections)i reorganization of the L-eeder; trisonal export-import

policy; security measures; and the most important procedure for the

establisbmnt of a West German Government. 1

The official report of the London Six-Power Conference, completed

on 1 June 194A8, had a nmber of annexes dealing with the foregoing sub-

jects. Those most important in term of West German Government were
Annexes Fs H and 1.,

Annex F entitled "Political Organization," contained a series of

instructions to the Military Governors, as follows:

"e. The three Military Governors, will not later than 15th June
1948a call a joint meeting of the Ministers-1President of the States of
their respective zones.

"2. This meeting will be instructed to examine the boundaries of
the several states in order to determine what modifications might be pro-
posed to the Military Governors. (Such changes will consider traditional

e. Six-Power Coxnferenca#, Coiununiquc of? -June 19i•j, vith annex on inter-
national control of the Ruhr, reprinted in Decade 575-581.

2. Report on London Conference of 1948, with Annexcas, OWUS Top Secret
Control, KCRC. The report itself as well an ATnem X ares as of this
witings still Top Secret and therefore canot be cited in this manu-

J script,
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patterns and avoid creating states which are too large 'br too email in
couparison with others. The changes, if not disapproved by the Military
Governors# will be voted on by the people of the affected areas not later
than the election of the Constituent Assembly.)

b ea The leti l of the bodnsoteas-Prcoident w alo be teesasd
that they are authpopaed tioonvens a Constituent aslsa by to be hald
not later than ltSeat wlmber 194a in order to thepare a Constitution to
be ratifdi eed by the paMtipa ing states, to - micate thn e fact to the
various states and to make the nrcessary as.ne)ents.

"64. The delegates to this Constituent Assembly wlda be chosen in
each of the prcatiin states under such procedure and regolations en sha
be adopted by the legislative bode of each of these statles

mThe number of delegates frop each state will be in the pro-
portion that its population is to the total population of the parotic-

pritng otahes (Seats wiall be apportioned at the ratio of c to 750i000
or a siml7 r ref -eo It bu the ainpatere-Prdsident and approved by the
denlita cr Governors •)

"w6i The Constituent Ausembls woll draft a deoonratic constitution
blych will establish for the participating states a goverbentfl struc-
ture of federal type which is beat adapted to the eventual reestablish-

ment of qerman unity at present dieruptedr and ehich sill protect the
rights of the participating statesd provide adequate centrat authoritw
and contain gurantees of individual rights and freedo te

m et t f the Constitution as prepared by the Constituent Assembly
does not conflict with these general principles the Military Governors
will authorize its submission for ratification* The Constituent Asseam-
bly will thereupon be dissolved, (Ratification will be by referendum
requiring a simple majority of the voters in each states) When the
Constitution has been ratifiAed by two-thirds of the statesp it wl
come into force and be binding upon all states. Thereafter$ any amend-
ment to the Constitution must be ratified by a like majority of the

states.

"8, (The Ministers-President of the ewdsting states will take
timely steps for the election of Assemblies of modified states so that
all State Assemblies can determine electoral procedures for ratifica-
tion of the Constitution, as in paragraph 7.)

"99. Within thirty days following the comi•w into force, of the Con-
,, nsitution, institutions will be established as determined by the Con-

stitution.
Ii~!U P±,. rior to the convening of the Constituent Assemly$ there shall

be a determination of the control and administrative powers which the
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ocupuift authorities intend to retain as regards both the proposed
Oovnmmt of the artici•ating atates and the govaminmt of the
states themelves.

Arae m usK a letter of advice to Military Governors regarding

Geamm Co.stitutiasmm and is quoted in its entirety as fblloust

O1. The Oovernmets of the three Occupying Powers rec•iiase that
there are severel ways in uhich the decentraised Federal Govermment
provided In TIB13 (Fnifn) can be obtained, and that it is impossible
to determine if the Constitution satisfies the requirements of a decen-
tralised Pedral Organisation until it has bee exauined in its whole

However, the three Oove-mrnta believe that a desirable govern-
mental-structure for Germany should, to the maximam extent possible,
provide)

a. For a bicameral legislative system in which one of the houses
must represent the individual states and must have sufficient pover to
safeguard the intereest of the statesj

b. That the executive Must only have those powers which are
definitely prescribed by the Constitution and that emergency powers,
if any, of the executive must be so limited as to require prompt legis-
lative or judicial review;

c. That the powers of the Federal Government shall be limited to
those expressly enumerated in the Constitution and in axq case shall
not include education, cultural and religious affairs, local government
and public health (except, in this last case, to secure such co-ordination
as is essential to safeguard the health of the people in the several States);
that its powers in the field of public welfare be limited to those neces-
sary for the coordination of social security measures; that its powers in
the Police field be limited to those approved during the period of the occu-
pation by the occupying power 2 and thereafter as defined by internAtion 1
agreement;

i. TR/13 (f$nal) London, 31 Mq 19h8, CINUS Civil Admin~etration Divimian
files, KCRC. SECRif Portions quoted between parenthesis are slightly
condensed, the rest verbatim.

2. The following understanding was reached on this subjects 1) The Nih-
tary Governors must decide in detail what powers the Federal Govern-
ment should have am regards polieo, 2) When the German Constituent
Assembly presents its proposals for the Constitution, the Military
Governors wl disapprove the grant of any powers regarding police
sz eed" those which they have accepted by ap'eemunt wMg themselves

I as belm neeeseaze
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d. That the power of the Federal Goveint in the fteld of pab~lo
finance shall be limited to the disposal of m•nes inclding the raisin
of rvevmes for purposes for *Id.ch It in respcnsiblol that the Federal
Govern t may set rates and legslate on the general principlm of mess-
maw vith regard to otha' taxes to vhhih uniformity is esseutia the
eolleooftm and utilisutio. of such taxes being left to the individual
Staolesi ad that It say approriate fundsl may tor prposes tfor. *i
it is respomsibl. under the Constitutions

d. That the OnaotIteti.n should provide for an independent Judi.
OIa to roview federal legislation, to review the exercise of federal
Smotive power, to adjudioate conflicts between Federal and Land author.
ities as ve as between Land authorities and to protect the civil rights
and freedom of the ind.viduall

f, That the powers of the Federal Government to etablish fedaal
agencies for the execution and administration of its responuibilities
should be clearly defed "n d should be limited to those fields in which
it 1 Gclar that state Iplemmntation is Impractical,

g. The Military 0overnors ae charged with the examination of the
Constitution in tems of these guiding istructions beawing In wind
that the purpose of such madmnation is to test the provisions of the
Ocnstitution as a whole to determine whether they guarnte a federal
typ of goeWzMt.ol

Anneu Is entitled "Letter of Advice to Military Governors Ragrd.

ing PoVwe of Civil and Mlitay GoverOmentet established the prinal.

pAMs for An Occupation Statute granting legislatiTv, executive and

aUdIo.al power to Ooemi Govenment.,s reserving to the 3twyl.ttrT Cover-

noo the pw tU

""s, Conduct or direct erman's fozeign relations until suOh
tUm as she my be permitted unrestricted foreign relaUtoniaj

be kercse the mini contml over OGeman foreign trades and
over internal polal. es and measures which could adverse2ly
affect foreign trade, necessary to ensure rospeot by the
Gerumn authorities for obliations entered Into by the Oaupyih.
ing Powers in regard to Geresnw and the proper use of funds *
made available to Oman•mj

31, UK/5 (Fial) Land.., 12 Nor 194&8P M Civil Admisdatration
n isio films 10n iii1l
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c. o kero.e such controls as have been or may be agreed upon,
as for exanple, regarding the international authority for
the Roahr, reparations, the level of industry, decartelization*
disarmmmrt and deuaUtarusation, and certain aspects of
scientific researchl

d. Protect the prestige and ensure the security of the Occupation
Foraes and the satisfaction of their requirements within de-
fined limits agreed upon between the Military Governor.

e. Ensure the observance of the Constitutions which they have
approved.o

The Military Governors would resume exercise of their full powers if

an seergency arose that threatened security, or if it was necessary in

order to enforce the Constitutions or the Occupation Statute. They

would exercise their controls as follows a

(a) Amendment to the Constitutions would require approval of
the Military Governors;

(b) In the reserved fields, German authorities would be held
to decisions or directions of the Military Governors;

(c) Txoept in special casis German laws and regulations would
come into force within twenty-one days unless disapproved
by the Military Governors, after a majority vote, whenever
Federal Goverrnment was concerned;

(d) Before approving changes in State boundaries, the Military
Governors would agree on an organization of Military Govern-
ment in the States concerned.

Without restricting the powers accorded to the Germans, the Military

Governors were$ nevertheless, to observe, advise and assist the Federal

and Land (State) Governments in the democratization of political life,

social relations and education. They were to rake clear that the Ger-

man people would be accepting the Constitution within the framework of

the Occupation Statute. 1

1. TRIA? (Final), London, 3.1 Moo 1948, OHGUS Civil Administration
Division file# KCRC. SECRET. Suenarized here except as quoted
in quotation marks.
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The decisions of the London Conferenoe of 23 Februwa - 2 June 1946

onstituted the basic gavanmmet-leve1 guidance to .12 thee Western

Military Governors on the foruation of a federal govermet for Western

OeraW. The acceptahee of the conference report by the United States

and British Governmente was a foregone conclusion. Being in the nature

of executive agreemntes, the conference papers did not require ratift-

cation by the US Congress or the British Parliament.

Negotiations With the Hinisterso-President Under the London Amounit

United States and British acceptance of the London rec,•ndation,

was announoed by the respective foreign ml•sters on 9 June 1948a In

doing so, Seocretay of State Marshall once more invited the Soviet Govern-

ment to join it. sons with the US# British and French Zones. The only

reply he received was a note of 18 June from the Polish Axiasador, pro-

testing the London decisions, followed by a resolution in a similar vein

passed at Warsaw on 24 June by the Foreign Ministers of the USSR and its

satellites,1

French acceptance of the London agreement presented a special prob-

los. Under the French Constitution of 1946s combined with a highly

fragmentised party structure including strong extr•e parties, efforts

to overthrow the cabinet were difficult to resist. Since any agreement

1. Statement by See Marshall announoing US acceptance of the reoomme
dations of Uh London Conference, 9 June 19458, to in Doemnte
83-8%j Note of US Dept of State to Polish AaabaosiI4o at vasgton
and Declaration by the Foreign Ministers of the USSR and Satellite
Contries at the Warsaw Conferenoe, 24 J=ne 1948 Documents an Unity

X-38
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which appeared to improve the lot of the Germans was politically explo-

vire, the French Cabinet found it necessary to ask the National Assembly

to approve the London recommendations. As it appeared that the Assembly

might reject London altogether, Gen Clq suggested an alternate plan for

transforming the existing Economic Council into a provisional government.1

Undersecretary of the Army Draper discussed the problem with the

Department of State and then cabled to Gen Clay that since French parti-

cipation was held very important, any reservations made by the French in

approving the London recommendations would have to be evaluated in Washing-

ton. Since Gen Clay considered the London agreement a minimum basis for

West German government, Draper's cable made him fear that the US and

British Governments might yield to French proposals, already being made,

for the weakening of the London plan. On June 17 Draper was able to re-

assure Gen Clay that Bevin and Douglas bad categorically rejected all

such proposals. It was only intended, if necessary, to agree on face-

saving language that might mollify the French but would not jettison

the essential provisions of the London agreement. If the French Asiembly

should reject the London Agreement outright, or if the French should make

unacceptablo reservations, Gen Clay was authorized to proceed toward bi-

zonal government. If the French should make ambiguous reservations, the

US Government would suggest to the British that the program for political

1. Cable, CINCEUR to D/A, CC 4650 of 11 June 1948, CAD numerical file,
RG 122, DRB. SECRET
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organization in Bizonal Germany would be initiated and the French reser-

vations considered in the meantime. 1

The French National Assembly approved the London reoomeendationl in

a resolution of 17 June 1948, which passed by a margin of only six votes.

The reservations contained .in this resolution did not affect the substance

of the London agreement, so that the Military Governors were able to hold

their first meeting with the Ministers-President on 1 July 1948. At this

meeting Generals Clay, Robertson and Koenig explained verbally the sub-

stance of the London recommend&tions, and then handed the Ministers-

President three documents which summarized the contents of Annexes F, H

and I.
2

It has been suggested by contemporary observers that the presenta-

tion of the London proposals by the Military Governors was couched in

somewhat Olympian language thab tended to alienate the German Ministers-

President. In any case, the latter declined to givo an iimediate answer,

and suggested a further meeting on 20 July 1948. From 8 to 10 July the

Ministers-President met in Koblenz where they agreed on comments on each

of the Military Governors' documents.

1. Cable, D/A to CINCEUR, Draper personal to Clay, WAR 84027 of 17
June 1948, CMOUS AG decimal file 010.1 Occupation Statute, KCRC.
SBRET (downgraded from TS).

2. These documents, MGMP/P (48) 1, 2 and 3 respectively, are reprinted
in Governin, Appendix C, and in Constitution 43-45. A fourth docu-

nIment-inonied by Gen Clay (Decision 409)-mrely stated that Mil Gov
advisers would be available to assist the Ministers-President and
the Constituent Assembly.

X.40
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no means a full acceptance of the London proposals. While the heads of

the German Lagnder welcomed the intention of the occupying powers to

combine their mones into a unified territory, they considered that "nothing

should be done to give the character of a state to the organization which

is to be formed, notwithstanding the granting of the fullest possible

autonoW to the population of this territory." They indicated that tri-

zonal institutions would have to be recognized as having a strictly tem-

porary character# owing their origin exclusively to the division of Ger-

many into Eastern and Western spheres of influence. The Occupation

Statute, they stated, should be proclaimed before the start of German

constitutional discussions, so these would have a firm foundation.

In the commente on Document I, the -inisters-President agreed to

assume the powers delegated to them on 1 July 1948, Although prepara-

tion of a formal constitution by a national assembly should be postponed

until the restoration of German unity and sovereignty, they would recom-

ment to the Land Assemblies election of a "Parliamentary Council" charged

with drafting a basic law and an election law. The basic law would pro-

vide for a directly elected popular organ emercising the functions of a

democratically elected parliament, as well as an organ representing the

Laender. The Ministers-President, after consulting the Land Assemblies,

would submit the basic law drafted by the Parliamentary Council for the

Military Governors' approval. Elections for the national representative

organ would take place during 1948.

On the second docuents pertaining to Land boundaries, the Ministers-

President conmented that inmedate reform should be limited to Southwest

SECRET
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Oermma where the US-French Zonal border had split the Laender of Wiae•tm-

berg and Baden.

In general, the Ministere-President agreed with the Allied proposals

for an occupation statute. They wished, however, recognition of the pro-

mumption that in case of doubt the German organs would be considered con-

potent. Control of German foreign trade should be exercised only where

Allied interests were directly at stake or where necessary for purposes

of reparations, industrial diaarmament, decartelization or demilitari-

zation. Occupation courts should restrict their jurisdiction to cases

involving occupation personnel, and mixed courts should be established

for litigation between Germans and nationals of the occupying powers,

The Ministers-President felt that the question of a Ruhr authority

should not be in the occupation statute, since this was a specialized

subject. Occupation costs, on the other hand, should be included in

the statute. They should be determined in advance by the Military

Governors jointly in consultation with the German authorities, and

should not exceed a fixed percentage of the governmental budget. 1

The Koblenz resolutions provoked some consternation in CHDUS* They

were widely interpreted as a rejection of the London proposals, and some

Military Goverrmnt officials wondered whether the German politicians

really wanted their own government after all. Certainly, by shifting the

frame of reference from that of a government to a mere provisional

1* Koblens Resolutions of the Ministers-President, 10 July 1948,
Clovernings, Appendix Ds pp 5145-551a

"1- 2
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organization which would avoid calling itself a state, the resolutions

provoked a crisis in occupation policy.

The Ministers-President had, however, understandable reasons for

proceeding slowly. As Gan Clay point8 outs the narrow margin with which

the French Assembly had ratified the London agreement left roam for doubt

of the firmness of Allied policy. The Berlin blockade had just started,

and the Western Powers had not yet demonstrated their will and power to

remain in the city. Furthermore, an appreciable sector of German politi-

cal thought, predominantly in the Social Democratic Party, held that there

was still a chance to achieve German unity which might be jeopardized by

setting up a formal government in the West, and that the population of

the Soviet Zone would feel that they were being "written offs.

Gen Koenig, in line with French thinking generally, was quite ready

to accept the Koblenz proposal for a more limited governmental structure.

At an informal meeting on 20 July$ however, Generals Clay and Fnbertson

explained that the London decisions were governmental, that changes would

require governmental negotiations, and that the Germans would have to ac-

cept responsibility if they rejected the opportunity to return government

to German hands.

There was a further receses and much behind-the-scenes negotiation,

during which Mayor Renter of Berlin explained that the population there

and in the Soviet Zone would ulcome the strengthening of a free Germany

in the West. Finally, at a lengqt meeting on 26 July 1948'a compromise

was reached. It was agreed that the Land Assemblies would choose dele-

gates to a Parliamentary Council and that the document developed by this

SECRET
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Council would be kaom as the ftgndeseet which, as the Mlnistere-Preeoident

pointed out# could be translated as *Busie Constitutional Law," The Minis-

tero-President yielded to the Military Governors by agreeing that the

nea wots uld be submitted to a popular referendus. Arrangement could

therefore be made for the convening of the Parliamentary Council without

del•y* T'he prooedures tor election of the mebers of this Council by the

Land Assemblies wor regulated in a protocol signed by the Ministere-

Preeident on 8 August 1948,.

The Partliammnat Council Goes to Work But Hit@ a Deadlook

After French ratification of the London Agr•ementa, Washington had

not undertaken to provide further guidance or instructions to Oen Clays

because it w obvious that he needed ma3dmum freedom to negotiate with

the other Military Governors and the Oerman politicians. A cable of 13

July 1948 confirmed that there would be no Washington interference with

I*. Gave n 39-409 and Decision 409-41*1 See also Oovex'tInl Appendix
a ens Resolutions of the Ministers-President 1O Jauly l98e .

(pp 545.551)s Appendix Is Minutes of the Third Meeting of the Mili.-
tary Covernoe and Ministwo-President of the Western Zones on the
Future Political Organization of Oermarv, 26 Ju 19148 (JP S52-6)--
and Appendix Fs Ministers-President Protocol of Anugust-19 (pp :01-
562). Occupation 271-274 reprints the detailed ooiments but not the
coverijeioior adopted by the Ministers-President at KobleM.

Litchfield (_ovO• 38) describes the Koblenz resolutions as
"a disastrously. ieI poi-aibe German move' which "almost destroyed
westean Oein governmet in the process of conoeption." While in
viw of the French attitude the move of the Ministers-President oould
be criticle.d as unriso, there'is no doubt that it also erwed notice
an the Allies that they would have to think through and accept the
implications of their now policy in torms of over-all intornational
relations. Such a reorientation is exactly what happened. As the
Germansj, under .the impact of the blockade and the alr lift, became
convinced that they were now Allies against Soviet aggresion, their
attitude toward the occupying, powers changed accordingly.
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the preparation of a German donstitution, although the State and Army De-

partments wished the opportunity to comment on the first draft presented

to the Parliamentary Council and on the draft approved by that body before

finsl approval by the Military Governors. Similarly, it was contOWlated

that the occupation statute would be prepared in the theater and then sub-

mitted to the Governments for final approval. The agreement on the Ruhr

Control Authority, however, as well as the problem of German western

boundaries would be studied by mixed working parties of State Department

and OMGUS personnel.
1

In August 1948, some uncertainty in OMGUS was provoked by the publi-

cation in America of articles by former Undersecretary of State Sumer

Welles and by Walter Lippmann. Gen Clay understood that the latter had

been inspired by John Foster Dulles. These articles suggested that a

CFM meeting might deal with the Berlin Blockade situation and that the

United States might modify its West German plans to appease the Soviet

Union. Gen Clay was assured however that: "It is the firm position of

State that neither London Agreement nor any other decision on Western

Germany will be changed at this time and no action deferred pending a

conference on Western Germany or pending a decision by the Conference*2

1. Cable, CSOPO to CINCUJR, WAR 85721 of 13 July 1948, CAD numerical
file, RD 122s DRB. CONFIDNTIAL

2. Telecon, between D/A, Washington (Sec Royall, Gen Maddocks, P&O,
Gen Eberle, CAD and Mr. Bokhlen, State Dept) and OMGUS Berlin (Gen
Clay and Mr. Murphy), TT 9890 of 3 Aug l134, CAD numerical file,
HO 122s MB. SECRET (downgraded from TS).

"-45
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During August and early September 1948, the four Mi•Litary Governors

met In Berlin to discus ways and means of ending the blockade and solving

the related Berlin currency question. The course of the siem•ltaneous

diplematio negotiations in Moscows in wIdch the attmpt van made to agree

on instructions to the Military Governors, caused Gen Clay to fear that

the US Goverument might weaken in its stand against Soviet aggression,

As he said in a teleconference on 2 Septembert

"Certainly we can reach agreement here. What we do not know in
how badly agreement In desired and therefore how mucoh we are willing
to psy In loss of oontrol in Berlin with consequent lose of prentige.

*Acceptanoe of Soviet terms will lift the blockade.*.

In oonversatione with Secretary Marshall and other State Department offl.

ials in Paris during September 1948s Oen Clay obtainned assurance of

government backmng for his policy of firmness, In the meentime, the

rapidly expandLng airlift built up German confidence$ thus improving

the atmosphere for development of West German goverrment.

In preparation for the work of the Parliamentary Council, the German

Ministers-President convened a group of constitutional experts at ChIgmBeO,

Bavarias who prepared a basic constitutional draft02 The Council comened

on 1 September 1948 and net to work on the Chiemsee draft, which went

tbrough two revisions in short order.

1. Telecon D/A Washington (Sec Royall Undersecretary Drar and
officials of CADj, M and State DepE) and O)=US Berli'n (oen Cla),
TT 113 of 2 Sept 19148, CAD Telecon File, RD 122, rSB. 8O
(downgraded frcM TO) Decision 375-377.

20 The Chimee proposal is reprinted in Constitution 61477,

X-46
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The two largest parties in the Parliamentary Council were the C0U/

CaU (Christian Democratic Union, )mom in Bavaria as the Christian Social

Union), *ibih favored states I rights, and the SPD (Social Democratic

Party), Vbrh preferred a -ore poweful central goverr t. A small

group from the FP (Free Dmoratic Party) aided with the SPF on the

question of centralization but opposed the SPD'a socialist policies.

By November 19h8 the preliminary drafts of the basic law indicated a

greater centralization of power in. the federal government than was con-

templated in the London proposal. Since the President of the Parliamen.

I +,• ++ o~~ .• • . •+•t, .•ta. Oovermwpt ,o,,uit on the various,

drafts and since Gen Koenig was becoming alarmed at the appearance of

centralist tendencies, Generals Cloy and Robertson agreed to a end to the

Council an aide memoire setting forth the Allied view of the minimua re-

quirements for a dem•crA'io and federal constitutional doewmnt. The

Military Governors felt that the basic law should to the maximum extent

possible provides

(a) For a bicameral legislative system in which one house repre-
sent. the states and has sufficient power to saferuard their interestej
C t(b) .That the powers of the executive be definitely limited by the
oustdicttion, emergency powers if 8ny requiring prompt legislative orjudicial •nWewj

(a) That the powers of the federal government be limited to those
enumerated in the Constitution exclude education, cultural and religious
affaire, local government or (except for limited coordinating powers)
public health and welfare, federal police power being limited to that
approved by the Military Governorsj

(d) That the financial powers of the federal government be limited
to raising and disbursing federal funds and setting r ates on taxes for
which uniformity is essential, collection and utilization of such taxes
being left to the individual statee

(e) That an independentjudiciary review federal legislation and
the exercise of. federal executive power as well a adjudicating conflicts
of authority and protecting individual rightsl

(f) That the powers of the federal government to establish federal
agqencles be defined and limited to fields in ihich state administration
i m racticablej

x-47
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Wg That each citisen home access to public of ftc osn the basi~s of
ftness for the job and that Mvil. Service be non-political in chraotorg

(h) That a public servat elected to the federal 2egislature reuign
before accepting elections

After receiving the aide mescres the Parliamentary Council reqnseted a

meting of its representatives with the three Ni:Ltazy Governors* This

meeting which w heold on 16 and 17 December 1948, produced a certain

clarification of issues but no very tangible results. 1

MMJUOWIG THU NU PATThR OF OCCUPATION AIMNISTRTION

Adoption of a German basic law was only part of the process of

acheving a West German govemment, The London decisions had obligated

the occupying powers to reach agreement on four addition~al subjectes

The Occupation Statutes the Charter of the Allied High Consissions the

International Authority for the Ruhr, and the 4ilitary Securty Boards

These were the subjects of parallel and sometimes overlapping negotia-

tionsr Harmonty was somietimes impaired by a French notion that the London

agremuet constituted a license to intervene in bimonal affairs pending

fusion of the three sones, a point of view with which Generals Clay and

Robertson did not asree.2 Okcept in the case of the Ruhr authority, it

was coantmplated that agressent would be reached in the theater and then

reviewed at governmental levels

.le The aide miuire'of 22 Nov 1948 is cited here in e feoz.
Th full text appears in 0ov i Appendix 0 pp 563-04a also

and Constitution We

2e Decison, p 07
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Theater-Level Negotiations on the Occupation Statute

On 18 June 1948 Under Secretary Draper sent Gen Clay a rather

r oeral cable on the Occupation Statute, emphasising its governmental

and legal importance and indicating that the Departments of ArW and

State proposed to make some joint studies in the field,1  This cable

did not restrict the freedom of O!US negotiators, who were having diffi-

culties enough because of French insistence on reserving powers that

British and US Military Government considered had to be granted to the

Germans. In August, however, when Gen Clay recommended that the Occu-

pation Statute be as short as possible, he received a reply listing

restrictions desired by the Department of the krn7 that would have made

the Statute long and legalistic. 2

Gen Clay considered his instructions flexible enough to authorize

presenting a less restrictive proposal in theater-level negotiations.

On 4 October, however, the flepartment of the Army commented in a tele-

conference that the OMOUS draft was "most general and probably does Yiot

reserve to occupation authorities adequate powers for protection and

operation of the Forces." Nor did I L the Germans adequate protec-

tion from the occupation authorities, particularly with respect to civil

liberties.

The differences between Washington agencies and OI4US hinged largely

on the question whether the language of the Occupation Statute should be

1. Cable, D/A to CINCIJR, Draper personal to Clay, WAR 84136 of 18 June
1948, =ICIUS Aa Decimil File 010.1 Occupation Statute, KCRC. SECIr(dowgraded from TS)

2. Decision. pp 1412-13.

X-149
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general or specific. Where Gen Clay, for instance, had reserved the power

to "exerciee the W.mimm control over German foreign trade and foreign em-

change* . neceseary to insure respect for obligations entered into by

the ocmpying ol" the Depertomnt of the ArM felt that the controls

should be spelled out. OKlS countered with the objection that departing

from the generalised London wording would lead to a flood of detailed

technical control proposals from the French and British. It ws held In

CMUS that the Statute should list the emrgency powers of the Military

Governors, the manner of their exercise being covered separatea7 in the

Tripartite Fusion Agreoment. The Department of State felt, howver, that

an unqualified amergenoy pawer infringed too seriously the self-government

righte of the Germans, and therefore that the Statute should state exact-

ly how such power us to be xerciseed. The substance of soe= of the

Wahington oonuents Andl.atid 4h:,r cri.'n in technical branchee of the

Department of the Army, such as the ArPW Service Forces, which fealed

that the reoinquishmst of occupation rights would make their functions

in the theater more difficult. 2

I. LtUr, Carl J. Friedrich to Kurt Olaser, 18 May 195a.

2a A peartiular subject of attack was Article 16 of the OND•U draft
Oidh prohibited reoval of food from the Oeran econonp, 1..ited
oeal and eleotaicity usage and indUmmuo personnel of the oscupa.
tio fonCre and halted requisitionisg of fureiture and additional
red state, Plus and Operations thought that the ,gewae i mightb ol
prevent obtainimg housing and furniture needed for q r•,, personnel

t +droop rainforeommnts. Logistic. opposed surrndering l• etting
riots to meet occupation reqmremente by requisition on the Oermian
eono a end the Arar 0,41011 er considered that the paragaph would

ato the need for a ionl appropriations. Disposition sheet
with attached papere, originated by' O on • Oct aud noted by' C/ on
7 oct 48 with attached oab2e (dispatched as 9017P of BOct),
VISA Decimal Fele 014 OermV., M 122, m1 . ,SUM (domawn ded
frm TO)* Additioasl comuinta and questions in semvei awe
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On 8 October 1948 the Department of the ArmV cabled its own comments

and those of the State Department on the OM3US draft Occupation Statute.

These were largely technical but included the follow, ng substantial points:

(a) The preamble should state clearly the basic purposes of the

Statute, namely, to unify occupational authority; without relinquishing

the supreme authority of the occupying powers to limit its exercise and

F to further the initiative, responsibility and authority of the Germans;

to guarantee to the Germans basic civil liberties; and to demarcate the

authority to be exercised by the occupying powers and the German adminis-

tration.

(b) The provision authorizing veto of German legislation should not

be limited as to reasons.

(c) On the matter of reserved powers, the Aryr preferred the ONGUS

draft but the State Department suggested that the language reserve fields

of action rather than particular controls exercised within these fields,

which the OMGUS draft had done.

(d) The conditions under which the Military Governors might de-

clare existence of an emergency should be specified.

(e) In spite of its evident usefulness, the power to require dis-

missal of German public servants should be deleted as particularly odious

to the Germans.

contained in cables WAR 91431 of 25 Oct and WAR 91719 of 29 Oct 48.
CAD Numerical File, RG 122, DHD. SECRET

Cable, CINCEIR to D/A, Clay personal to Draper, CC 6123 of 29
Sept 48 ( containing OMUS version of the Occupation Statute), OMDUS
AD Decimal File 010.1 Occupation Statute, KCRC. SECRET (downgraded
from TS)j Telecon, between D/A Washington (officials of CAD, OUSA
and Office of Arny Comptroller) and OMUS Berlin (officials of Legal,
Budget and Fiscal, Civil Administration, Civilian Research Control
Divisions and Control Office), TT 1360 of 4 Oct 48, CAD Telecon File,

F43 122, URB. SECRET (downgraded from TS).
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(f) Provisions in the OMJS draft limiting occupational requiremnts

Night prove mb..assing in the case of expanded airlifts, increase of

Ooccupational forcas, etc. 1

A comparison of the original OHMS draft Occupation Statute and the draft

in proeass of tripartite negotiation in December 1948 suggests that al-

though these onsmente may have been considered, they were aparently not

followed. Although Gen Clay favored a NshortN Occupation Statute, the

U.S. draft negotiated during this period wan at least twice as long as

the Statute finally adopted, *Liile the U.K. and French drafts were even

longer.

Although the negotiations in the theater narrowed the number of

points of disagreements in the Occupation Statute, those that remained

were thorny. On 31 October, Gen Clay listed several issues that he

thought might have to be settled at governmental level. These included

Military Government Jurisdiction over displaced persons, which the British

wished to abandon and establishment of a neutral court to interpret the

Occupation Statute, a proposal that the French would not accept. The

French also objected to pooling occupation costs, since they vished to

remain free to impose special requirements on the French Zone Laneder.

Continued French references in dis cussions to the responsibilities of

sonal comanders and to control of state government suggested that the

French intended to be soimuhat independent in runnig their Zone

1. Cable, D/A from CSCAD to CINCEUR personal, WM 90T9 of 8 Oct1948a CMDU AO Decimal M~e OZO,3Z Ocoup ation Statute# X•CRC
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regardless of trisonal fusion, Gen Clay followed these observations

with a long cable of 22 Novemuer in which he oomplained of French poli-

Cie@ gemelly, pointim to
a. n increasing conflct between American and French po•lowhich leads to almost daily disagreements in our operations in Germany.

We propose to re-establish a self-sustaining Oerman at the earliest
possible date as we believe such a Germany essentia to a sound EuroaP
pean econoW and also to stop the continued need for financial support
from the United States.a* * our efforts. W .are in direct conflict with
French desires to retard German .rcovery."2

By 17 December 1948, negotiations on the Occupation Statute had

reached a point where the Military Governors were unable to resolve

their remaining differences. Accordingly, a draft joint text of the

Occupation Statute was pepared, giving the agreed text as far as it

went with alternate wording for those articles still in disagreement.

These involved such subjects as the extent of coztrol over German for-

eign trade, industry including cartelsj and scientific researchj respon-

sibility for displaced personsa German consular representation abroad;

the jurisdiction of German courts; and the machinery for adjudicating

appeals under the Statute. A report of the three Military Governors

referred the Occupation Statute to the three Governments for further

negotiation.3

1. Cable CIhCEIR personal from Clay to D/A for CSCAD, OC-6525 of 31
Oct 19148, Q0US AG Descmal File 010.1 Occupation Statute, KCRC.
SECRW (downgraded from TS).

2. Almost the entire text of this cable is quoted in Decision 414-•1J.16.

3. Report, of the Military Governors of the French, U.S. and British
Zone of Ocoupation in Germany on the Occupation Statute, with
attached draft joint text of the Occupation Statutes Appendices
"A and 3"N to TlE/P (48) 1/1 - T/P (48) .1/6, 17 Dee 291.8,
aMU5 Civil Am.nistration Mvl.e"n File, Occupation Statute,

SCRl SElRU
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Theater Necotiations on Trivartite Militarg QoverMmt Fuaion

Tripartite coateysations had also been taking place in the theater

on the principles for trisonal fusion of the Military Governmenta. The

main issues in this field were the r ecogodt.os of the major United States

voice in oemomoi matters necessitated by-Aercn fiania suppor-t to

the three Zones-,and the relation between tripartite and zonal controls

over. German government, There was little or no oomrunication between

Washington and the theater on trizonal fusion during the latter half of

1948# but as Gen Clay writes# "I did not feel that our negotiations in

Germany had gone far enough to develop basic differencesn'1

It is worth noting in pausing that CIOUS planners were thinking of

an integrated tripartite control agency. There would be a tripartite

Military Government Board with rotating Chairmanship and a single direo-.

tor-general for each of the followings sconomio affairs, governmental

affairs, education and culture, demilitarization, legal advice secre-

tariat, and management control. Professional staffs mould be assigned

at the ratio of two US, two UK and one French member, who would for logias-

tic purposes continue as employees of their respective governments. 2

Occupation Statute and Fusion are Referred to the Mylomatio Level

The Occupation Statute and the trizonal fusion question were re-

ferred to a wzrking-level diplomatic conference to meet in London on

le Decision 417.

2. Draft tripartite agoement for the organisatio of Military Ooverr-
ment, 25 August 19445; Memwa*nd• from Irector of QNG3 Civil A&-
mninlatation Wvmision to Chairman of the Cm.ttee an Tripartite
Military Gaovenmet Orgnisation, 20 Jan 19491 cmu1 Civil AAdis-
tration Division File "Genal Mattersa ,C=. 8EW
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17 January 1949. Theater advice on instructions for the American dele-

gation were .sought in a series of State-Army-OHOUS teleconferences. 1

The instructions sent to the delegation on 18 January 1945 Vere in sub..

stance to work out technical details with the British and French but to

reserve the U.S. position on ultimate support of the Conference recom-

imendation until tripartite agreement should be reached on certain essen-

tial points. These were considered to bet

(1) While U.S. makes major contribution for imports, it should
have controlling voice in agencies dealing with foreign trade and ex-
change.

(2) Other reserved powers should be exercised by majority vote.

(3) Individual Military Governor should be able to appeal exer-
cise of powers under (1) and (2) to governments. Such appeal would
suspend action thirty days but no longer in case of governmental dis-
agrement.

(4) The three Military Governors, as the Tripartite Board, wouldhave an organization functioning throughout the trizonal area so that
reserved powers would not be exercised on a zonal basis.

(5) Trizonal agreement should w ntinue so long as U.S. makes major
import contribution.

Since the United States considered certain aspects of the Occupation

Statute and the Trizonal Fusion Agreement inseparable, the delegation

was instructed to discuss these points in both documents simultaneously.

In the meantime, Gen Clay had complained that he was unable to under-

stand his copies of cables from London to the Skte Departaent1 since he

had not been furnished copies of the redrafts of the Occupation Statute

that were to be discussed. In the cable relaying the delegation's

1. Memorandum for Record with Minutes of Teleconferences held 31 Decem-
ber 1948 and 4 Jan 1949 between OMUS and Dept of Arv and State re.
Occupation Statutes Civil Administration Xivision, ONDUS 5 Jan 1949j
ONDUS Civil Administration File, Occupation Statute, KOR=. SECRET
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instruations to Oan ClAyq the Department of the Ars added almost ma an

attwthouight that the State Department had vAde all the arreagments for

the conference without Department of the Army concurrence. Ca7 the d

before the conference was agreement reached and the decision made that

the Department and preferably =PUS as well should be represented on' the

U.S, delegation.a

(en Clay was not optimistic about the forthoming London Conference*

He still beliered what he had told Secretary Royal. in late Deombesr 1948P

that the onl way to settle outstanding dfferences would be for the three

Foreign Ministers to nit down together and agree on a "packasge solution,

The DOpartmAnt of the Arq indicated that this view was gaining acceptance

in Washington since reserved powers and the mercine thereof, i0Morte and

occupation coats were all part of the same problem.2

Aereeent. are Reached on Ruhr Control and Mililtar Security

Althovgh the negotiationa on the International. Authority for the

Ruhr wes oMlicated at the start by a French protest against Lw No.

75# the bisonal reorganisation of the Oerman coal and s tee intdustrys

they led to results much faster than in the case of other subjects under

discussion. The Rkw conference was opened in London on 21 lovember 1948.

1. Cables CINCM to D/A OClay personal far Draper CC-47462 of 18 Jan
19149s SlOWU (downgraded from TB)j BACUS to CIN=WR# W"R-2970 of
18 Jan 1949j, S 311 4I CAD Nmria-l File,. FI-1229 Me.

2@ Deision 17401 Teleconference of 4l Jan 3949 as cited In Note
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Instructions to the United States deltation, d by g o ..-.. a,

were formulated in the State Department and cabled to OMWUS Imediately

before the Conference. To save time, Gen Clay was authorized to repe-Lt'

his ccementa and suggestions for charges directly to Ambassador Douglas.

Two members of OMDUSp including the Economics Adviser, were also appointed

as members of the delegation.1

During the first days of the Conference Forrest Hannaman, one of

the OKUS representatives, objected to State Department instructions on

the relationships between the Ruhr authority and CW3US, the ECA, and the

0EC. The Department of the Army agreed that the instructions given to

Ambassador Douglas on this subject were "complicated, unclear, and capable

of contradictory interpretation* . ell A few days later, the Department

advised Gen Clay that: "Already it is becoming clear to the responsible

individuals that there are important considerations which apparently were

not taken into account when instructions to Ambassador Douglas on this

matter were prepared."2

A more important subjoct was the question whether the Authority

would be limited to allocating the products of the Ruhr, as the United

States contendedj or would comtrol the management of Ruhr industries as

the French demanded. Gen Clay made clear his strong objectiors to the

1. Cables, WD to CINCEUR, OUSA to Clay, WAR-91904 of 2 Nov 1948; WJf to
"OUS and MA. England, WARX-92054 of 4 Nov, WARX-92132 of 5 Nov,
WARX-92244 and 92245 of 9 Nov, and WARX-92400 of 10 Nov 19481 CAD
Nmierical File, RO-1.22, DRB. SECRET

2. Cable, WD to CINCEUR and MA England, WARX-92664 of 16 Nov 19481
D/A to C3IC•UR, WAR 92931 of 19 Nov 19481 CAD Nu,*Acal File,
'0-122, TRB. SECRE
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Frenoh proposal, 1  The disagreement vws finally solved by a oompruie

recommended by Om Mlay* Ths was that before termination of military

gvmr ta tripartite study woud reooeomnd which oontrol responei-

bilitUs currently exeroised by the Allied Steel and Coal Control Oroup

should be t rarsferred to the lahr authority, The conference was thus

able to agree od the'Charter for the International Authority for the

Ruhr# w•ich was p .blioly announced later in December 1948 although not

signed'until 28 April 19,492.

The negotiations on the Military Security Board were the least

eventfulo Theae reau2t ed in an agreement between the Military Governors

on 17 December 1948 that wa announced to the public on 17 January 1949.,

The responsibilities of the Military Security Board were to oover the

whole field of disarmamnt and duil:itarisation, taking into oonsidera-

tion laws and direotives agreed already on a quadripartito basisa Its

functions included prevention of the revival of military or par&-military

organiations or of the militaristio upirit, preventing the manufacture

of um and prohibited iteOs, insuring that scientific research would not

be directed to warlike ends, and preventing creation of a war potential

in conneotion with merchant shipping and civil air lineso4 3

1. Cable, D/A to MA ftland (quoting Oen Cl•y), lU01a80666 of 4 Deo
19480 CAD *americ.l I)le, 1J-122, Me SEMIL j Dec.isionY p 338-314,0

2*Deuision 338-3391 Cables, D/A to CrgCUJR SAWSB personal for Clay,
2. of 10 De l.9148 and WAR,-81462 of 18 D•c 19148 CAD umerical
Pile, •E-122, D*' MWOj Commnique on six-power meetings to es-
tablish an Internatioael Authority for the dws, Oogliution 281-2909

3. T•bzeewwoe utablshisent of the KL3tawy Se .wity Boards Press
Statumt and reotives an Organdeations 3to0r20n Do5mms UM-105
Cocma-tion 277-280e

X-158
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ISTAEBI MIT OF WEST G&WAN GOVEMINT AND PHASE-OUT OF KULTARI GOVIUMDIT

Deadlook in London and In Bairn

At the London conference which opened on 17 January 19149, the US

Delegation was headed by Minister Julius C. Holmes, the second ranking

diplomatic officer of the US Embassy in London. The Department of the

ArPy representatives Lt. Col. Gerard B. Crooks did not arrive in London

until 23 January 1949.

Commenting after the end of the conference. Crook noted the follow-

ing attitudes on the part of the part of the British and French Delegations:

"ha. British unwilling to oppose France on issues which were con-
sidered politically critical by the present French Govermnent,

"b. British policy towards Germany appeared to be motivated to
some degree by fear of future German industrial and commerical compe-
tition. The U.K. Delegation attempted to avoid disclosing this motive.

"c. With respect to the U.S., the British were anxious to avoid
placing the U.S. Military Governor in a position where he could employ
a domi ant voice to veto German soci4 legislation which would be con-
sistent with Labor Party philosophy."'

Negotiations were further complicated by two French demandse One

of these concerned the port of Kohl opposite Strasbourg$ for which the

French had established a special regime and which they desired to con-

trol on teawm practically equivalent to annexation to France. The Kohl

issue was used as a bargaining point to obtain US concessions on other

questions. At the same time, the French were demanding that North Baden

I* Memorandwn from Lt* Col. Gerard B. Crook to Gen. Maddocks, Subjects

Report On London Negotiations, (Jan to April 1949) 124 April 1949s
P and 0 Decimal File 091 Germip, D3. S311
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should be transferzed to their sone, a proposal which General Clay

oppoeed categorical1y for political and logistic reasons. While the

Bade se was disowsed only in the theater and through direct Frnco.-

American diplomatic contacts# the question nevertheless lurked in the

background of the London negotiations.

Concerning the role of the British, Crook reported:

"...Whilo the U.K. Delegation attempted to pose as a moderate con-
ciliator, bridging the gap between diametrically opposed U.S. and French
positions the British at times gave the impreshion that they had reached
an understanding with the French on several issues of importance to the
latter, and expected in return French support on questions in which the
U.K. had a primary interest. Occasionallys, it seemed that French ob.-
structionist tactics were employed for the convenience of the British."1

During the first two weeks, the ijonference made fairly rapid pro.

grese toward agreempt on the Occupation Statute. Gen Clay felt that

this progress was being purchased by too many concessions by the US

delegation. On 30 January 1949, he cabled to Draper that repar ts from

London suggested British-French collusion outside the conference and

that the United States was losing ground on all issuies. He urged that

the London conference beadjourned in favor of a high-level conference

to consider all issues. Since the Genrans had been promised a text of

the Occupation Statute on which they could comment, he suggested release

of the agreed portions to permit progress by the Parliamentary Council, 2

1 Ibid., Tabs P" and "B"j Cable, CINCEJR to D/A from Clay to SAOUs
FMPC 185 of 15 Jan 1949, CAD muerical file, RO 122, XIM. SECRET
(down•aded from 7S)

2a Cibles: CSGAD 100 to CINCEMR, WAR 83159 of 25 Jan (repeating State
Dept instructions to London), SERNt! CAD to MA Ingland, afo eINCIXJR,
WARK 83421 of 29 Jan, SEUCIZj and CINCER to D/A from Ca pereoa
toDiaper., CC 7600 of 30 Jan 3,949,, s31111 (dwgaded frm TS)j CAD
Nmerical File, W 122, DMI.
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Draper replied that Washington did not consider the London dis-

cussions to be in an impasse nor totallY unsatisfactory to the United

States. The State Department was not yet ready to call a high-level

conference to reach a "package" agreement as Clay had suggested. Con-

uideration would-be given to the proposal to release agreed portions of

the Occupation Statute if the negotiations should break down. Draper

also asked Gen Clay not to discontinue theater negotiations on technical

phases of the fusion agreements as the Department of the Arm did not

want the entire fusion question moved to the governmental levels1

In a further exchange of cables Gen Clay indicated that he had no

further comment on the Occupation Statute except that the United States

had made too many concessions already. The document was now so restric-

tive as to make a responsible West German Government impossible. Gen

Clay did not wish negotiations on trizonal fusion to take place in two

locations simultaneously. His final position for the United States

might be reversed or repudiated elsewhere and "that has happened so

often that my ability to negotiate here is destroyed." Clay also re-

jected the Department's suggestions that 0MGUS send a representative

to London. The only person familiar wl th the issues of trisonal fusion

was Gen Clay himself, and the General did not feel that his participation

in the conference would be appropriate. 2

1. Cables D/A to CINGEU~R from Draper Personal to Clays WARt 834~25 of 30
Jan 19L9, 0131 AG Decimal File 010.1 Occupation Statute, YCRC.
SECRII downgraded frou TOP SECR

2. Cables, CINCEJR to C/S, from Clay personal for Drapers PMPC 279 of
31 Jan 19h9, D/A to CINCEUR, WAR 83468 of 31 Jan 19414j 4nd CINCEUR
to C/S for CAOAS, MC 287 of I Feb 19491 CM Nu•terical File, RG 122,
We. SRET downgraded fro TOP SNO?
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Wy 8 February the London Conference reached agreement an a text of

the Occupation Statute$ except for thel copposition of the high court to

be established to interpret the Statute. The US and British Delegation@

wanted 9erman representation an the courtý,to which the French objected.

Since the other business of the conference was 4,y no means settled, the

matter was left opens Later the French indicated that they would accept

a German on the court if the United States and British would accede to

the French demand on Kahl*1

The draft of the Occupation Statute agreed in London on 8 February,

1949 was not communicated to Gen Clay until toward the end of that month.

Clay felt that the requirement for prior approval by the Military Gover-

nors of German legislation on a variety of subjects was far too restric-

tive. Even the limited bizonal organization had been given authority to

legislate in fields such as decartelization, decentralization and scien-

tific research,, and the Occupation Statute would be a step backward.

This would be recognized by the Germans and might lead to their rejece-

tion of responsibility for forming a government* "I cannot help but

feelj," Gen Clay added, "that we are developing a Western German Govern-

mont so restricted as to be less competent than the present German Ad-

ministration.' He then raised the possibility that the Germans might

reject the Occupation Statute,, which would be embarrasuing in view of

the wide powers theoretically delegated by the Soviet Union to the East'(

German Government. 2

le Memorandum, Crook to Haddocks, as cited in Note 1, p 59, TAB 'AN
Para 5. SECIMT

2e Cables, CIMCE3R to D/A for Voorhees, FMPC 473 of 28 FebL, D/A (OSCAD
rco) to CINCEJRp WAR 85270 of 9 Narchl CINCEUR to D/A, personal from

- I Clay to CSCAD, CC 7973 of 10 March 19)19j CAD Numerical File, RO 122,
MRE. SUCRZ (downgraded from Th)
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The London negotiations on the principles of trizonal fusion soon

"hit a deadlock. The French rejected the US proposal that all matters

except those relating to foreign trade and foreigh exchange should be

decided by majority vote. The British, on the other hand, felt that

the US demand for a dominant voice in the fields of foreign trade and

foreign exchange was too broad. Gen Clay informed Washington and London

of his views that .the United States should not sacrifice the degree of

control it currently enjoyed in bizonal affairs. After conferring with

him, Lt. Col. Crook preparod a compromise which made certain concessions

to the British but nevertheless conserved the fundamental principle.

This was cabled to Washington early in February, and for the rest of

that month the negotiations were at a standstill while the US Delegation

in London waited for instructions, On 28 February 1949 London was ad-

vised that instructions would be further delayed because of lack of

agreement between the Departments of Arnm and State. 1

During the hiatus in the London negotiations, Gen Clay took occasion

to comment on the trizonal fusion agreement as it had progressed so far.

He considered the document "a maze of language which would make the effort

to soundly administer Germany almost ridiculous." Pointing out that the

conference had departed far from the London Agreement, the purpose of

which was to eliminate a veto power by any one occupying power, he indi-

cated the maxiinum concessions which in his opinion would still permit

l. Cables, CINCEUR to D/A, from Clay personal to Draper, CC 7629 of 3 Feb
1949j D/A to OMOUS, info MA London, WALX 83800 of 6 Feb 191,93 D/A
(CSCAD ICO) to MA England for Crook, WAR 8482 4 of 28 Feb 1949, CAD
numerical file, RG 122, DRD. SECRET (CC 7629 downgraded from TS)
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successful West German Government. The United States might agree to

umanimous approval by the Military Governors of amendments to the German

federal constitution. Otherwise; decisions of the occupying authorities

would have to be by majority vote, except in those economic and financial

matters where the United States had a dominant voice under existing agree-

ments. It was essential that German legislation not disapproved within

21 days after submission by the responsible German officials come auto-

matically into force. The existing document, however, "with its Rube

Goldberg procedures, the powers of the veto and the ability to delay

given to ary one occupying authority" would make the task of administer-

ing Germany practically impossiblel

Early in March, the Departments of State and Army agreed on instruc-

tions to Minister Hdnes. Gen Clay, who had discussed the entire problem

with Lt. Col. Crook, agreed that one more effort should be made to reach

a settlement. By this time, however, the French Delegation had scattered

and it was not possible to hold a plenary session until 26 March. As re-

lated by Lt. Col. Crooks

"lle It had become apparent by that time that agreement could not
be reached on either Trizonal Fusion or Kehl on the basis of the U.S.
Delegation's instructions. Since it was then known that the French and
U.K. Foreign Ministers would meet with the Secretary of State in Washing-
ton to discuss German problems following the signing of the Atlantic
Treaty, it was decided a report should be prepared clarify~n and framing
outstanding issues for reference to the Foreign Ministers.,

1. Cable, CINGRUR to D/A, from Clay personal to Voorheesj CC 7725 of
11 Feb 1949, CHOUS AG Decimal File 010.1 Occupation Statute KCRC.
SEkIN (downgraded from TS)

2. Memorandum, Crook to Maddocks as cited in Note 1, p 59, TAB "A",
Para llj Tables, CINCEUR to D/A, from Clay personal to Voorhees,
CC 7927 of 5 March 19491 WD to eA London, OAS to Lt Col Crook, WR
85207 of 8 March 191491 CAD Numerical File, RO 122, NW, SECRET (CC
7927 downgraded from TS)
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During the latter stages of the negotiations, the British became

irritated by repeated U.S. insistence on the need for expanded control

in the economics field in order to placate the Appropriations Committees

of Congress. This argument lacked persuasiveness since the British and

ýrench realized that a substantial reduction of US financial assistance

would require revision of the entire US policy in Europe. Our Allies

were also annoyed by the US tendency to reopen matters that had already

been substantially agreed, with frequent insistence on particular wording

specified in instructions. "At times," writes Lt. Col. Crook, "they

seemed convinced that the U.S. was pursuing subtle and undisclosed aims."

After discussing the differences between US and British economic objec-

tives, Crook stated that:

"5. The principal difficulty encountered by the U.S. Delegation
was the lack of a clear and well coordinated position on several of
the most important questions under discussion. Lack of agreement be-
tween the Departments of Army and State, between Washington and OMGUS
resulted in overly long delays and repeated changes of U.S. proposals.
The instructions given the U.S. Delegation were frequently overly
rigid. They seemingly failed to take into consideration the fact that
almost any proposal made by the U.S. would, as a matter of course, bring
forth counter proposals differing at least in form from British or French.
A secondary difficulty lay in the fact that the U.S. Delegation was un-
able to obtain necessary factual information or eapert advice regarding
Military Government procedures in Germany. . ..

After Gen Clay had raised the question of what to do if the Germans

should reject the Occupation Statute, the Department of Army cabled that

it had made no formal study on this subject. Gen Clay was requested to

give his advice on alternative actions that might be taken. An OMGUS

cable was prepared stating: "I have no views or comments which will be

1. Memorandum, Crook to Maddocks as cited in Note 1, p 59, Tab "B",
SECRET
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of assistance to you in formulating an alternative position in the event

of such a fiasco." After starting to revise this draft, however, Gen

Clay decided to leave the Washington cable unanswered. 1

At'the outset of 1949 the German Parliamentary Council was stale-

mated by conflicting reactions to the advice which the Military Gover-

nors had given on 17 Denember 19)f8. Because Allied negotiations on the

Occupation Statute and the Fusion Agreement were also deadlocked, Mili-

tary Government was not in a position to urge the Germans to make haste.

Fortunately, leading members of the Council decided to complete a draft

of the basic law without waiting for the Occupation Statute. This draft

was passed by the Main Coiuittee of the Parliamentary Council in third

reading on 10 February 1949 and considered by the Military Governors at

a meeting in Frankfurt on 16 February. 2

The draft of 10 February was then considered by the Committee of

Political Advisers of the three Military Governors (on which the United

States was represented by the Civil Administration Division of OMGUS, not

USPOIAD)s whose views were not unanimous. The U.S. member and even more

his French colleague felt that the draft was still too centralistic in its

assignment of legislative, adminietrative and fiscal powers. After con-

siderable discussion among the Political Advisers and the Military Governors,

1. Cable, D/A to CINCEUR, WARX 85438 of 11 March 1949 and undimpatched
draft of reply thereto, OMDUS AD Decimal File 010.1 Occupation
Statute, KCRC. SECRET (downgraded from TS).

2. Decision 4 20-4211 the text of this draft is printed in Constitution

x-66
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a memorandum suggesting changes in several articles was handed to a dele-

gation of the Parliamentary Council on 2 March. 1

There ensued a period of detailed technical negotiation between

representatives of the Parliamentary Council and of the Military Govern-

ments in which a series of proposals were passed back and forth. These

conferences did not, in the end, produce significant modifications in

the constitutional provisions drafted by the Germans. They did, however,

have the unfortunate effect of causing many Germans to think that Military

Government was forcing upon them an alien basic law. The question of con-

stitutional language does not appear to have figured in communications be-

tween Washington and the theater at this time.

The Three-Power Foreign Ministers' Conference Breaks the Deadlock

The most important event during March 1949 was Gen Clay's secret

visit to French Foreign Minister Schuman in Paris. Clay succeeded in

convincing Schuman of the absolute need for three-power agreement on

Germany, and they also agreed on the desirability of a brief and succinct

Occupation Statute. 2

The deadlock in achieving West German Government combined with Tri-

zonal Fusion was broken at the conferencr of the U.S., British and French

Foreign Ministers in Washington in early April 1949. One of the first

1. Decision 422, Constitution 88, 108-113.

2. Cable, CINCEJR to D/A from Clay personal for Voorhees, CC 8086 of
21 March 1949, CAD Numerical File, RG 122, DRB. SECRET (downgraded
from TS). A paraphrase of most of this cable is reprinted in
Decision 425-427.

X-67

SECRET



SECRET

steps taken by the conference was to issue a letter dated 5 April to the

President of the Parliamentary Council. This letter expressed gratifica-

tion with progress so far on the Basic Law and requested that the Council

"give due consideration to the recommendations of the Military Governors

* ." The Foreign Ministers hoped that the decisions of the Parliamen-

tary Council would facilitate a mutually cooperative attitude between the

future German Federal Government and the Occupying Powers.

The Washington Conference agreed upon an Occupation Statute which

was very much shorter than all previous drafts and which granted "full

legislative, executive and judicial powers" to the German Government ex-

cept for a limited number of reserved fields. Even in these fields, the

Federation and the Laender might legislate after notifying the occupation

authorities, except when so directed by the latter or when the legislation

would conflict with Allied actions. Amendments to the Basic Law would re-

quire express Allied approval, but other legislation including Land con-

stitutions and amendments thereof would become effective twenty-one days

after official receipt by the occupation authorities unless specifically

disapproved by them. After twelve months and in any event within 18

monthsj the Statute would be reviewed "with a view to extending the juris-

diction of the German authorities in the legislative, executive and

judi cial fields ."1

At the same time, the conference approved a basic trizonal fusion

agreement establishing an Allied High Commission to replace Military

1. Occupation Statutes released 8 April 191,9s Story in Documents, 89-
91, Constitution l16.
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Government. The Commission was to exercise the powers reserved to the

occupation authorities under the Occupation Statute and would make its

decisions:

(a) unanimously in the case of amendments to the Federal Constitu-

tion (Basic Law);

(b) by a system of weighted voting with strength proportionate to

funds made available to Germany by the respective governments in cases

irivolving control over foreign trade and exchange; and

ýc) by majority vote in all other cases.

The agreement provided that an outvoted High Commissioner might

appeal to his government, such an appeal having the effect of a sus-

pensive veto. A permanent veto pending agreement between governments

was, however, provided only for decisions altering or modifying inter-

governmental agreements affecting disarmament and demilitarization,

controls in regard to the Ruhr, restitution, reparations, decarteli-

zation and a limited number of related subjects. 1

The three Foreign Ministers also addressed a concluding letter to

the Parliamentary Council, transmitting the Occupation Statute and point-

ing out that before it could be put into effect the Parliamentary Council

would have to agree upon a basic law for the German Federal Republic.

Simultaneously, the Department of the Army suggested to OMGUS that Berlin

should not initially be included as a state of West Germany and that Mili-

tary Government should deal sympathetically with German proposals on

1. Agreement on Basic Principles for Trizonal Fusion, Storg in Documents
91-92, Decade 588-90.
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financial and legislative powers so long as these enabled the Federal

Government and the Laender to function independently in their respective

fields.
1

The Occupation Statute and the letter from the Foreign Ministers

were transmitted to the Parliamentary Council on 19 April 1949.2 At a

meeting with a group from the Parliamentary Council on 14 April, the

Military Governors approved the Council's recommendation to have that

body rather than the Ministers-President establish the Federal Election

Law. The German officials were also advised that the Military Governors

had agreed on a definition of permissible federal police powers.

The remainder of April was taken up largely with a diversion insti-

gated by the Social Democratic Party, which wanted the German Federal

Government to have a strong financial and legislative powers so that it

could nationalize heavy industry. On 9 April the SPD fraction in the

Parliamentary Council issued its own abbreviated draft basic law, which

was followed by two memoranda criticizing the Main Committee's draft as

vesting too much power in the Laender, 3

Another meeting of the Military Governors and the representatives

of the Parliamentary Council could not be held prior to the SPD Congress

1e Telegram, Frankfurt Military Post to OHDUS, from Kenneth Dayton to
Gen Clay, FMPO 746 of 7 Apr 49 (quoting from Washington Teleconfer-
ence), OMGUS AG Decimal File 010.1 Occupation Statute, KCRC.
SECFR (downgraded from TS)

2. Constitution 117.

3. Constitution I18-34s
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scheduled for 20 April. There was a behind-the-scenoe argument over an

additional letter which the Foreign Ministers had sent to the Military

Governores authorizing them to deliver it to the Germans when they be-

lieved timely. This letter authorized financial measures designed to

equalize relief burdens among the States (Finansauugleich) a device quite

normal under Germdan practice but looked on with disfavor by OM3US. It

also included the provisions on Berlin and on financial and legislative

powers which had been forwarded earlier as suggestions by teleconference. 1

Gen Clay did not want to deliver the letter before the SPD Conference,

since Dr. Schumacher, the Chairman of that party, was certain to exploit

it as a victory over the Allies. Gen Robertson, under instructions from

London, urged immiediate delivery, while Gen Koenig sided Vith Gen Clay.

Clay describes the subsequent developments as follows:

"To my surprise, I received a cable from Washington instructing me
to deliver the message. I reminded the Department of the Army that the
timing was left to vq discretion and that aelivery was impossible until
discussions had resumed in the Parliamentary Council. I predicted that
it would lead Schumacher to conduct the SPD campaign in the first gen-
eral election on an anti-Western occupying powers platform. My protest
had no effect and I was advised that our Secretary of State had promised
Mr. Bevin that the discretionary rights given to the military governors
would apply for only a few days. Fortunately these few days included
April 20. While Schumacher had received an overwhelming personal en-
dorsement in the party congress held on that date, its representatives
in the Parliamentary Council won the right to discuss and negotiate
amendments to the Basic Law. Thus the two parties were again at work
in the Parliamentary Council when we delivered the letter on April 23.
Since the parties were negotiating again, neither could use the letter
to supp2rt its position and it had lost much of its political signifi-
cance.""

le Constitution 135j See also supra, material referenced by Note 1 p 70.

2. Decision 432.
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The next meeting of the Military Governors with representatives of

the Parliamentary Council$ hold 25 April 1949s was lengthy, since the

draft basic law still granted greater powers to the German Federal Govern-

ment than Gen Clay liked. Gen Robertson was ready to accept the German

viewpoint; Gen Koenig, while not pleased with the German proposals, was

willing to accept whatever the US would accept. This placed the issue

of federalization directly in the hands of Gen Clay, who also realized

that he would be held responsible if agreement could not be reached with

the Germans. At one point the German delegation was ready to adjourn,

but Gen Clay introduced a compromise tax proposal which was accepted.

Shortly thereafter, agreement was reached on all outstanding points and

Dr. Adenauer was able to announce that the Parliamentary Council could

complete the basic law in the next few days.1

The Parliamentary Council adopted the Basic Law of the German

Federal Republic on 8 May 1949. Its formal approval was announced by

the three Military Governors on 12 May at a final meeting with German

representatives. At this meeting, Dr. Adenauer, President of the Parlia-

mentary Council, was handed a letter of approval containing several re-

servations which had been insisted upon by the governments of the Occupy-

ing powers, and which, by virtue of the reserved powers in the Occupation

Statute, constituted a part of German constitutional law,2

l. Decision 433-35.

2. Constitution 138-39.
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The Electoral Law

With the approval of the Basic Law of the German Federal Republic

on 12 May 1949, the major tasks of US Military Government in Germarn

had been completed. What remained to be done were essentially tasks

of liquidation incident to the establishment of the German Federal Re-

public and the transfer of occupation administration to the civilian

High Commission.

Since the Parliamentary Council had presented its first draft of

an electoral law for the Bundestag (lower house) of the Federal Parlia-

ment on 24 February 1949, which was rejected by the Military Governors,

there had been continuous negotiations on this subject. The Military

Governors also had several objections to the electoral law adopted by

the Parliamentary Council on 10 May 1949. The most important of these

issues were whether the Parliamentary Council (as desired by the Germans)

or the Ministers-President (as desired by Military Government) should be

responsible for establishing the institutions of the Republic and whether

(as desired by Military Government) civil servants and judges elected to

the Bundestag, would have to resign their positions. An exchange of com-

munications on 1 June 1949 narrowed but did not entirely eliminate the

points of dispute and on 13 June 1949 the Military Governors settled the

matter by invoking the supreme authority of the occupying powers. The

Ministers-President were directed to promulgate the electoral law as

amended by the Military Government letter of 1 June 194 91 which they did

at a meeting on 15 June 1949. Later a clarifying amendment concerning
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the tabulation of votes was recommended by the Ministers-President and

approved by the Military Governor.. 1

The provision prohibiting the civil servants from holding seats in

the Bundestag was omitted from the German electoral law and was dealt

with separately in Military Government Law No. 20, promulgated by the

US, British and French Military Governors on 2 June 1949.2

The Paris CFl4j Trirnonal Fusion, and tho Ruhr Authority

The twelfth of May 1949 was not only the day of approval of the

Basic Laws it wan also the day on which the Berlin Blockade ended.

One of the provisions of the Jessup-Malik agreement that restored the

status Quo ante with respect to Berlin traffic was the calling of a

Council of Foreign Ministers conference to meet in Paris on 23 May 1949,

For this conference, the State Department requested that 043US prepare

papers on conditions in the Soviet Zone, quadripartite supervision of

elections, disarmament, foreign property interests in Germanyp and Berlin

currency. The State Department would itself prepare papers on the question

of all-German government, peace-treaty procedure, possible reduction and

regrouping of occupation troops, and other subjects. This meeting of the

CO?!, which lasted from 23 May to 20 June, did not lead to any agreement on

1. Complete documentation on the electoral law is continued in Consti-
tution, Part IX, pp 140-54. -

2. Election of cortain public servants to the first Bundestagt Mili-
tary Government Law No. 20 of 2 June 49, Story in Documents 316.
It has been suppested that Military Oovernment intorferences in
German electoral procedures was not really necessary to assure
democracy, and that it jeopardized unnecessarily public accept-
ance of the new Federal Clovernment.
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the unification of Eastern and Western Germarn. It did, however, provide

a useful occasion for the Foreign Ministers of the three Western Allies

and their staffs to get together and settle a number of pending questions.

The Trizonal Fusion Agreement of 8 April 1949 was limited to a few

basic principles. It provided that: "The representatives of the three

occupying powers will make the necessary arrangements to establish tri-

partite control machinery for the Western zones of Germany which will

become effective at the time of the establishment of provisional German

government." Accordingly, the Committee on Allied Controls, a tripar-

tite group in Berlin which had been established on 21 October 1948, was

charged with developing the Charter of the Allied High Commission. The

American representative on this Committee was Joseph Panuch, Special Ad-

viser to Gen Clay. A representative of USPOLAD participated as an obser-

ver, and the Department of State was kept informed of proceedings by

USPOLAD cables.

The Committee considered a draft introduced by the US member and

in meetings on 4 and 6 May made rapid progress toward an agreed text.

The only matter on which there was a substantial difference between the

US-British position and that of the French was the insistence of the latter

on establishing an "Administrative-Legislative Committee." The US and

British members held that such a committee would absorb the functions of

other committees and encroach upon the powers left to the German Govern-

ment. Advice was requested from the State Department as to whether for-

eign missions should be accredited to the Allied High Commission or the
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German Governments the answe being that for the time being they should

be accredited to the High Commniaion. 1

On U May 1949s however, the French meuber suddenly received in-

struotions to withdraw from proceedings. It appeared later than Gen

Koenig had not informed the Foreign Office of the activities of the

committee, nor had the Quai dOrsay received the American draft under

discussion. The US and British members therefore met alone and agreed

on a draft charter, which was forwarded to all three government. On

the following day the Foreign Office explained to a representative of

the US Dubassy in Paris that the temporary French withdrawal should not

be nieinterpreted, since it had been undertaken only to assure the For-

eign Office necessary control over proceedings,2

After an unsuccessful attempt to bring the French back into the

Committee on Allied Controls in Berlin, negotiations were moved to Paris

on 2 June and carried through to completion by the respective CFD dele-

gations The US delegation included Riddlebergor and Gufler of USPOLAD,

who had been in close touch with the Berlin discussions. The Paris

1. State Dept cables, USPOLAD to Sec of State, 7 May 49, and Sec of
State to USPOLAD, 11 May 49, ONDUS Civil Administration Division
File, "Charter of the High Commissions" KCRC. SECRET

2@ State Dept Dispatch from USPOLAD to Dept$ Subjecta Draft Charter
of Allied High Commission for Germany (with informal minutes of
meetings of Committee on Allied Controls on 4s 6 and 11 May 49)s
Berlin, 18 Ma 491 State Dept Cable, Paris to Berlins 12 May 491
OMUS Civil Administration Division File, "Charter of the High
Commission," KCRC. SECRET
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negotiations resulted in the Charter of the Allied High Commission, which

was agreed on 14 June and published on 20 June 1949.1

Another subject that came up during the meeting of the Council of

Foreign Ministers was the International Authority for the Ruhr. At the

first meeting of the Authority, the French had gained the impression

that the British and United States elements had a more restrictive con-

cept of the powers, functions and organization of the Authority than did

the French. On 16 June Minister Schuman handed Secretary Acheson a memo-

randum to that effects which also suggested that organization of the Mili-

tary Security Board might proceed more rapidly.

A reply was given to the French that the United States considered

the IAR as an important linstrument in attaining international objectives,

but that it was not desired to take over staff nor to duplicate the

functions of other Allied Control agencies. ONQUS was advised to take

necessary action, in concert with British and French Military Government,

to put the Military Security Board on a fully functioning basis as rapid-

ly as possible. 2

1. The OMGUS Civil Administration Division File "Charter of the High
Commission" contains a large number of cables exchanged between
Paris and Washington during these negotiations, with numerous de-
tailed co'ments and suggestions by the State Departmeint. Since
these do not constitute guidance to Military Government, they are
not reviewed here. The Charter itself is reprinted in Story in
Documents 92-97.

2. Cable, D/A to 0MUS, WAIX 91772 of 20 July 49, CAD Numerical File,
RG 122, MB. SECRET
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Arran!emente for Transfer of Occupation Administration to the State

As it became apparent during April 1949 that West German Government

Would finally become a reality and that the Soviet Union was ready to end

the Berlin Blockades the plan to transfer occupational responsibility in

GermaW from the Army to the Department of State was taken out of mothballs.

It was agreed that the Army would continue the same logistic support hither-

to enjoyed by Military Government, that existing staff in Germany would be

transferred to the Department of State to the extent desired by State and

the employees themselves, and that uniformed personnel would be detailed

as necessary during the transitional period. Although an agreed plan for

the transfer had existed since April 1948, it was necessary to do con-

siderable re-planning both in Washington and in the Theatere.

The formal proposal to initiate planning for the transfer was made

in a letter of 18 May 1949 from Secretary of State Acheson to Secretary

of Defense Johnson, an identical letter being sent to the Economic Co-

operation Administrator. This letter proposed that the transfer, the

date of which was left open, be made by means of an Executive Order es-

tablishing and defining the functions of the US High Commissioner for

Germany. The High Commissioner would also be the ECA representative in

Germany, assisted by a Chief of Special Mission appointed by the BOA

l. Ltr, Gen Clay to Sec of the AriV transmitting plan for transfer of
Military Government functions to the US High Commissioner for Ger-
many, 13 Apr 48, OMUS Civil Administration Division File "Charter
of the High Commission," KCRC. SECRET. Cable, D/A to CINCEUR,
from Voorhees, WAR 87646 of 25 Apr 49, CAD Numerical File, RG 122,
DRB. RESTRICTED
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Adzmdatrator, Secretary Acheson proposed that a State-Army-EA Ad Hoc

Comittee be established to implement the transfer, 1

IIOn 23 May 1949 Undersecretary of the ArmW Voorhees accepted the

proposal on behalf of the Secretary of Defense and designated the Arz

members of the Ad Hoc Committee. After a further exchange of letters,

agreement was reached on the t ext of an Executive Order uhich was approved

by President Truman on 6 June 1949.2

The substantive provisions of Executive Order 10062, establishing

the position of United States High Commissioner for Germany, were as

follows:

"1o There is hereby established the position of United States High
Comissioner for GermarVI *i&.ch position shall be that of Chief of
Mission, Class 1, in accordance with the provisions of the said Foreign
Service Act of 1946.

"2. The United States High Commissioner for Germany, hereinafter
referred to as the High Commissioner, shall be the supreme United States
authority in Germarn. The High Commissioner shall have the authority,
under the immediate supervision of the Secretary of State (subject,
however, to consultation with and ultimate direction by the President),
to exercise all of the governmental functions of the United States in
Germany (other than the command of troops), including representation of
the United States on the Allied High Coumission for Germany when estab-
lished, and the exercise of appropriate functions of a Chief of Mission
within the meaning of the Foreign Service Act of 1946.

"3. With respect to military matters the Comander of the United
States Armed Forces in Germany shall continue to receive instructions

"1. Ltrp Sec of State to Sec of Defehse, 18 May 49# AGAO-S 092 Germany,

ERB. CONFIDENTIAL

2a The entire correspondence file is attached to a memorandum *Asuumption
of Responsibility for Non-Military Aspects of the Occupation of Ger-
man by the Department of State and the Economic Cooperation Adminis-
tration" TACO, I1 Oct 49, AwA-s 092 Germany, DEe CONFIDENTIAL
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directly from the Joint COifs of Stafft On request of the High Comie-
stoner# such Commander shall take necessary measures for the maintenance
of law and order and such other action as is required to support the
police of the United States in GermWan If major difference. aris.e over
policy affecting military matter., necessary reports and recomendations
shall be referred tO the Department of State and to the National Military
3atab3,ishnt for resolution. In the event of an emrgency involving
the seuritV' of the United States forces in Surope, such Comander may
take whatever action he considers essential to safeguard the seourity
of his troops@

"0,4 In the event that the High Commissioner shall assume his
duties in aepordanqe with this Executive Order prior to the date that
the Mi.tary Government of the United States Zone of Germarn is ter-
minated, he shall during such interval report to the Secretary of
Defense, through the Secretary of the A p, and shall be the United
States Military OoVernor with all the powers thereof including those
vested in th United States Military Governor under all international

Detailed planning in the theater for the transfer was begun by

top officials of 0*DUS and USPOLAD, the latter being joined late in

May by Glenn 0. Wolfes who had been designated as Administrative Offi-

aer of HICOG and who had already managed a similar transfer from the

AM' to State in Korea. 2

On 1A July 1949, the functions of Acting Military Governor were

transferred from the Comiander-in-Chief of EUMOM to Mo0loyp who had

Arrived in the theater and taken up his duties as High Cosmmisioner.

1, Joint Arxr and Air Force Bulletin Noe 15p 17 Jun 49p Section I,

R. State Dept cable from Sec of State to Berlin# 19 May 49P OWUS
Civil Adtientration Division File "Charter of the High Commission."
KORO, CONFIIUTIAL The volume of' detailed planning is suggested
by a list of 0subjects for 4eocision between the High Commissioner
and Comsnder-in-Chief, European Command." Issued by the Logistics
Division of VOCK on I May 49 listing 135 topics and sub-topics,
ranging fro= dependents schools to mortuary service, arranged under
10 major heads (same file as foregoing).
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On 18 July 1949, the Joint Chiefs of Staff issued a new directive to the

Commander-in-Chiefp defining the new and limited mission of the United

States Arow in Germamoz

By agreement between the State and Army Departments reached early

* in August 1949, the Npart•nt of State. took over responsibility for

preparation and defense of the German portion of the GARIQA budget.

CDUS was placed in liquidation status on 15 August 1949 with the

promise that the liquidation would be completed within 90 days. 2

Final Policy Questions -- Patent Office and MP Mission

As Military Governor ad interim pending the formal transfer of

occupation administration to the Department of State, McCloy continued

to report to the Secretary of Defense through the Secretary of the Army.

Throughout the summer of 1949, therefore, instructigns on military govern-

ment matters were still sent through Arnm channels. After the Office of

the Assistant Secretary of the Army had assumed the functions of the de-

activated Civil Affairs Division on 1 ,July 1949, only two policy matters

arose that merit brief mention.

The first of these was the reestablishment of the German Patent

Office on a bizonal basis, which had been held up, first because of a

1. Memorandum from JOS to Commander-in-Chief, MJCCIK, 18 Jul 49 AOAO-S
092 Germamy (filed attached toTAGO memorandum of 11 Oct 49$, MM.
CONPDEqTMA

2. Ltrj Acting Deputy Undersecretary of State to Asst Sec of the Arzar,
5 Aug 49# and ltr, Deputy to Undersecretary of the Army to Acting
Deputy Underseoretary of State' 22'Aug 49, A0AO-S 092 Goermar
(filed attached to TAGO memorandura of U Oct 49), DRB.
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British technical reservation and later because the French indicated

that the proposed Patent Office might be a security risk. After Secre-

tary of State Acheson had discussed the matter with French officials in

Paris, the US Delegation reported its opinion that the Patent Office

operating under the regulations proposed by the Germans involved no

security aspects* After reading this report, (OMUS cabled on 22 July

1949 to the Department of the Army as follows:

"The French have been fully heard and it is perfectly obvious that
they have no motive except to drag the German Patent System which always
was very efficient, down to the level of the French system, which is so
poor as to afford no worthwhile protection to inventors. We urge that
you impress upon State urgency of the situation, futility of further
consideratidoi and advise them to inform French that we have considered
their objections and cannot continue to retard German economic recovery
by failure to reopen the Patent Office. If British reluctant to join
in this cours , recommend we be authorized to establish Patent Office
for US Zone. "I

On 29 July 1949 the Department of the Arnm authorized OMOUS to approve

the bizonal ordinance establishing the Patent Office, if tho British

were ready to agree, but not to set up a separate Patent Office for the

US Zone. A further delay was caused when the State Department accepted

a French request for a tripartite conference on German patents and the

matter was still pending when OMfUS passed over its responsibilities to

HICOG. 2

1, Cables, D/A to OMIGUS, WARX-83775 of 5 Feb; OM1US to t/A, Cc-8956
of 22 Jul and CC-9212 of 24 Jul 491 CAD Numerical File, HO-122s
DRB. WA*X-83775 SECORk1, CC-8956 SECRET, CC-9212 CONFIDUTIAL

2. Cables, D/A to OWIUS, WA1X-92178 of 29 Jul i49, CONFIDNTIAL, and
WARI-92880 of 15 Aug 4j9, RESTRICTED, CAD Numerical File, RG-122,
DEB. Decision 223.
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Arrangements were also made during August 1949 for German officials

to take over the operation of the M Mission in Washington. It was

agreed between the Departments of State and Ar and the EA that the

Allied officials attached to the Mission would remain in a supervisory

capacity until the establishment of the West German government. There-

after, they would remain temporarily as advisers but would phase out as

coon as the Germans were able to handle liaison with the ECA alone. 1

West German Government Becomes Operative and Military Government

Terminates

The German election of deputies to the first Bundestag was held

on 14 August. The last major reporting task undertaken by OMUS was

a detailed analysis of the results, which was teletyped to the Depart-

ment of the Army.2

The German Parliament, consisting of the popularly elected Bundes-

tag and the Upper House or Bundeerat designated by the Land Assemblies,

convened in Bonn on 7 September 1949, On 12 September the two Houses

convened jointly as the Federal Convention as provided in the Basic Law,

and elected Professor Theodor Hews as President of the Federal Republic

of Germary. Dr. Konrad Adenauer was elected Federal Chancellor by the

Bundestag on 15 Septemberj and his cabinet was approved by that body five

1. Cables, D/A to BICO, VEL 31419 of 2 Aug, SECRET; D/A to OMHJS,
WCL 34226 of 12 Aug and D/A to CICUS, WX-92773 of 15 Aug 49, MIP
Cable and Telecon Files KCRC.

2. Teleconference Frankfurt TT 2543 of 15 Aug 49, Frankfurt Cable and
Telecon File, KCRC. CONFIDETIAL
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days later. On 2 September l$9i the thzoe High Comissionare held a

torma oweaW at tiih they asnnovoed the terination of )Uita:7

Government and the cooin into force of the Occupation Statute. The

vsms day the Dinepatment of State issued an eannouncumiset that as of 21

September 19499 the NMitaz•y overent of the United States Zone of

OImII (CtU) wsa terminated and the United States Nigh Commsioner

for Gervawy (HIGCOa), der the 'Iediate direction of the Secretary of

States was authorised to exercise ai of the governmental functions of

the United States in OermanW except the command of troope. 1

1. Teroination of iliMtaWy Govermnent and ProclImation of Occupation
Statutes Statements by Chanellos r Adenauer and by Andre Francoi.-
Ponoets French High Couu.iuuioners and Declaration placing Occupa-
tion Statute in force, Stom in Do_3s21-233 Announoument on
TermInation of OMDUS and UBDSP Jld. bI588j Constitution p IVI.
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Chapter 31

FINDINGS AND RECOMMENDATIONS

INTRODUCTORY

Although the findings that follow are restricted to those that appear

to have the greatest applicability to future US occupation situAtions, it

should be kept in mind that they derive only from an examination of US W 31

experience in providing policy guidance for CA/W5 operations in Germany.

What hold true for occupied Germany in 1945-1949, however, may or may

not necessarily hold true for another time or another place. Also, what

held true for the topics principally investigated in this study may not

without modificaLion hold true for other topics. The procedural and admin-

istrative lessons to be drawn from the experience with economic controls,

denazification, and the restoration of oivil government for example may

differ from those to be drawn from the experience with transport, informa-

tion control, propaganda, or external restitution. Finally, the findings

and recommendations do not discuss in great detail the substantive issues

of ,mLlitary government. Critical substantive comment, made in the course

of the analytical narrative, therefore will not be repeated in this chapter

except to cleril•r the point of view from which the main findings and recom-

mendations on procedures and administration are made.

Each finding is accompanied by explanatory or illustrative comment.

Recommendations appear at the end of the chapter.

FINDINGS

Finding 1: During the period of hostilities and the early part of the

occupation of Germany most officials in the United States Government who
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could have made decisions or decisive recomendationi did not well understand

the character of the roble• 1 osed for the United states b? the defeat and

o pation of GoeM .

tutil World War 11 (and# to sows eztent, until the present day) Ameiceans

have tended to belittle the isortance of military prolesm =til internationle

political conflicts have earupted Into combats Hoetilitles begun, the tendency

has been to focus the national esegies on the prosecution of the war# to the

oamparative neglect of the objectives toward which the combat is supposed to

be a means. In World War I3 the main oonsequenoes of this Pathletic" attitude

did not emerge until a late stage of combat$ for In the early days the enes

had the initiative and our miltary response was more imdiately dictated by

the tactical situation. One stri~ng consequence of this attitude when it

was manifested was the doctrine of unconditional surendez which In now

regarded by many observera as a political and military blunder.

Military govezwment planning suffered from the general neglect of post-

hostilities problems during the figbting. President Roosevelt discouraged

the development of postwar policys partly for fear of' -jeopardiirng relations

wath the Soviet Union by attempting to reach political and territorial

settlements and partly in order to avoid disputes between ethnic groups in the

United States, (Nore personal factors, such as a talent for improvisation

and a disinclination for systematic thinlkirv;,y have played their parts the

President stated as late as 20 October 1944j with respect tp planning for the

political and economic postuar treatment of 0ermany, w" dislike main

detailed plans for a country which we do not occupy.") Even as late as the

numer of 1945j the State Departmont appeared unrilling to accept the

responseibility for the formation of policy on uQgent qisetions of coal pro-

duction and distribution and the restoration of transport facilities In Germaysy

XZ-2
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Finding 2v Many responsible civilian and military officials wW2n9Li
applid tooccupaon is.ues .a tipposed distinction between political

military poligy which for sme time iWhibited laxning.

The American military has had a long tradition of abstaining frou inter-

vention in damstic political issues, Civilian leaders and the public have

agreed with this tradition. Such abstention does not, horever, suffice a

a guide to military conduct under modern conditions of warfare and inter-

national relations. The decision not to take Berlin, and the deciolon rot

to move to Praguej may have been due to a false dichotomy between political

and military policy.a' Similarly, for a time during the period of hostili-

ties many military men thought of CA/MG, if at all, as an ancillary service

of which the whole duty was to see to the prevention of disease and unrest.

This limited view was repudiated by some even before the close of hostilities,

and by most when it became gradually apparent that there would be a long

pezi od of military occupation. More fundamentally, both military and civilians

tended at first to ignore the fact that military government operations pre-

suppose, reflect, and in their turn help to create political (i.e., foreign)

policy.

Finding 31 Although policy-maing officials had at their disposal

generally adequqte staff studies on particular occupation problems, organiza-

1! Gen Omar Bradley, A Soldier's Story, New York, 1951, p..535; Forrest C. rogue,
WWhy the Russians Got Berlin and Prague," Journal of Modern History, Vol. XXIII,

No. 4, December 1951, quoting Gen Eisenhower's message of 7 April 45 to CCSO
mimeographed reprint, ". . . But I regard it as militarily unsound at this
stage of the proceedings to make Berlin a major objective, particularly in
view of the fact that it is only 35 miles from the Russian lines. I am the
first to admit that a wnr is waged in pursuance of political aims, and if the
Combined Chiefs of Staff should decide that the Allied effort to take Berlin
outweighs purely military considerations in this Theater, I would cheerfully
readjust vy plans and 'v thinking so as to carry out such an operation."
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tiomal line. did not at first clearly establish the authority and

responsblty for decision.

Although the main difficulties in developing United States occupation

policy vith respect to erman steamed largely from the lack of advancei

planning and failure to think through long-range policies4 the development

of specific policies during the early planning period was also hamperedbyv

ciganisationsl complexity and conzfusion on the civilian aide. Authority for,

the development of policy was distributed among a number of governmental

agencies* with no clear central coordinating mechanism.

As early as November 194 2 President Boosevelt gave the Secretar7 of

State ful authorit4 over all economic# political, and fiscal questions

which might develop in "liberated territoriesN, and this grant might without

nuch difficulty have extended to occupied enew territory. State did pro-

duce a substantial number of staff studies on the postwar treatment of

Germanys but the7 were to a great extent buried by indifference or neglect

at higher level. and by hostility on the part of other agencies. The

Treasury Department, the Department of Justices and the Foreign Economic

Administration (succeeding the Board of Sconomio Warfare and the Office of

Economic Warfare) competed with State for a shares and esmetimes for the

dcminant influence, in the making of occupation policy. The War Departments

seeking guidance for operational planning, could find no agreed source of

policy.
Finding.•8 The vacZ flcy on the occupation of Oger•Ma created

largely by the refuial of the President to make firm decisions and the

failure of the Deýpartment of State to exercise leadership, was filled by

short-term policies on which individuals and groups in other government agencies

exerted an influence greater than was Justified -by their proper role.

Xlu6
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In 1944 and 1945 ancactive, dedicated group of officials, located

principally in the Forel:ij PonrrAc Administration and the Treaaury but also

scattered elsewhere, exerted an influence on Unitod States policy toward

earmany out of proportion to their numbers and rank. Their influence worked

in the direction of a harsh and repressive policy which recognised some but

ignored others of the most important facts about the organization of the

European economy, the strategic situation between the West and the Soviet

Unions and the condition of the German government and people. No conclusion

is drawn here on the motives or affiliations of the persons who composed this

center of policy interest.

If the officials who ultimately muet answer to the public had had the

organizational means, the time, and the doctrine to enable thea to recognize

this center of policy interest, the polid es advocated by it would have been

at least adequately ventilated and appraised. They were not. As one result,

the Morgenthau Plan was (in effect) approved by Roosevelt and Churchill at

the Quebec Conference of September 194h, although principal officials of

State and War had disapproved its content and although the President might

well have disapproved of its implications had they been properly presented.

An a second result, the attitude toward Germany reflected by the center of

policy interest that had worked up the Morgenthau Plan prevailed in the

preparation and negotiation of JCS 1067, the interim post-surrender

directive, which owed much of its tone and emphasis (though by no means anl

of its specific provisions) to the momentum that Quebec had given to the

Morgenthau Plan.

Finding 51 Once an interim policy was announced, operational planners

in the War Department and especially in the theaters lacking a guide to
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loMg~rari policy, were forced either to drift with- the tide of events& to

a ,te independent asinytians on lo•ran- .fl objectives. or to defer to the

intez•a polioy as if it aorreot'y reflected long-rage .obective. . T

ume•b chose the last cour•e.

One coroLlary of the distinction between msilitary decisions and

politic4 decisions, applied to CA/M, waa that when the political authorities

had made policy it became the duty of the military to execute and even

defend it. That principle does not work properly unless the political

authorities discharge their responsibilitij unless the military knows where

to turn for guidance. and unless the military is aware of the policy

consequences of its own operations W hen political leadership abdicated its

policy function, the Amy, both in Washington and in the theaters naturally

clung to whatever straws of policy were available. Thuse without regard to

their merits., JCS 1067 and JCS 1067/6 acquired a purely existential value

as (in the phrase of Gen Badell Smith) "a workable policy for Germanysw

Finding 61 The initial policy settled on for the occupation of Germay

soon proved inadequate because it covered only short-term objectives, na!

developedfrom a oambination of military requirements, and was based almt

solly n a~ vephilosophy. _h nt± oiy also proved urisatis-
factory in content for a number of reasons. Among theis

(a) It placed the responsibility for recovery and mainteance of

the Oftman economy on the Germans thieMielves but forbuae the establishment

Of a central government organization to reulate the eSo•• and assist its

recovery.

(b) rt failed to give due weight to the Problems of uropean- economic
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9*6Ve +and the role that Germany would have to Play as an essential

.ampoaent i the ltmpean economic systes,

(a) Its reprassive features tended to create dissatisfaction and

unrest smons the Germase that could have endangered the occupying forces.

(M) It failed to command the reapect and concurrence of man of the

* ~Airicans in the field charged with the dwu' of carrying it out.

Most of the factors that perplexed United States policy on Germay in

1945 and 1946 could have been predicted# and many had been. The inadequacy

of JCS 1067 and JCS 1067/6 came as no surprise to the working-level staff

planners in State and War whose recoendations had lost out in late 1944

and early 1945,

Finding 71 The interim 2olicy delayed for some time the necessary

formelation of long-range polic ies to serve objectives with uhich it was

inconsistent.

The relationship between interim and long-term post-hostilities policies

was blurred. Available records cctitain no approved statement dating from the

pre-eurrender period and expressing lozg-term United States policy for

Germany. Although the September 1944 version of JCS 1067 explicitay declines

"to prejudice whatever ultimate policies may later be determined upon,-/

its provisions contained strong suggestions for long-range policy. Planning

of a general directive for Germany 'to be used as a basis for negotiation in

the European Advisory Comwission, for instances was inhibited by the assertion

that nothing could be proposed that was inconsistent with JOS 1067 because

.Decti've, n SMAE -Regarding Militar7 WO me~ nt, in Germany Immmdiatelyr
Flowing Cessation of Organized Resistance (Post-Defeat),n Eclosuve "Ce to

J 1S I067. approved by Joint Chiefs of Staff 24 Sept h4, ASW Deoiml iAle
3 7048 Germany (Working File), DRB. RESTRICTED (Downgraded from TS).
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Ij8 1067 had 1mented an inferred (but unstated) permanent policy.

nn" -81 Ofuing 391U6 and 1947 man features of the initial ocupsa-

tce Zo M we noditied or abandoned for strategic, ncmio, _ Mmmnitarian

or other re"aoal and the essentials of a lonM-anp poliV were develqEor

1n the aras covered b this study most of the basic presuppositions of

the ital oocnapaon policy were nviaed or repudiated within two years of

the and of hoestiities. Among these were the principle that German civilian

wutry should be evereJ curtailed because it was eseentWal to the German

war-makng abilityi the principle that the United States should assum no

responsibility for assisting eooncmic recovery in Germanyl the p noLiple

that It would be practicable and salutary to treat the whole German people

as cu2pablel the prinoiple that an1 Nazis should td permanently barred from

pnoinent Public office; and the principle that the United States bad little

or no Interest in the re-establishment of German central governmental

inutitutions.

•e•re were several reasons for the changse ifith the realisation that the

coocation would last oce time oame a feeling of responsibility for the

welfare Of millions of Germans who; though ex-enemies, depended largely on

Ameroamn resources. fe American peoples partly led and part•y followed

V their exeoutive and legislative representatives, began to adjust their

thiking to the role that the United States had to play in restoring economic

activity amd social order in Europe, and to the importance of Germany in

fvlfiuing that task. The fVnancial burden borne t~y the United States

tazayer for German relief and rehabilitation increased the desire of the

CongOes to stimulat OerzGan recoveiiya curtail reparations removals and

dismantling, and promote the establ!.,hment of effective indigenous ad•anim-
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tration. An the United States outgrow its illusion of the identity of

interest between the Soviet Union and the free world, American policy-

makers directed particular attention to Germany, a border area where the

two systems were in conflict and on trial. Finally# the day-to-day opers-

tions of military goverraent in the field built up a growing awareness of1

and dissatisfaction with, the unworkable aspects of the interim policy.

In many respects the long-range policies hammered out in 1946 and 3947

by Secretary Byrnes, General Clays and others in Washington and the field

vindicated the wartime planning of the working staffs in State and War*

Finding 9, The Office of Military Government for Germk' (US) (HO3US)

played an increasingly importa part in suggesting basic policies and

developing detailed sub-policies. In some areas of policy, especially in the

establishment of German governmental institutions,, ONGUS made most of the

basic policies in the absence of guidance from Washington.

General Clay and OMGUS became aware rapidly of the political function

of military governmentj of the inadequacy of purely military formulae, like

the prevention of diseate and unrest, to cope with the economic and other

problems that demanded solution; of the defects of the interim policy. The

history of the occupation shove a growing self-consciousness on the part of

th 'military in Washington and the theater, a growing willingness to con-

tribute to the formation of basic policy, and a growing acceptance of the

duty of making policy when guidance from the civilians was late or absent.

The shifts in occupation policies during the course of military government

in Germany represented at the sawe time a consolidation of civilian and

Military policy-
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Finding 10t The degres of detail spelled out in polioiecfraltd

In ,ash•igt,, variedo T•. interi policy develope In ahntn La 3,945

did not allow adWQuate freedm of acto ion u.details to the military goto. o '

As tine went ong ,e_ military eovernor and his staff acquired nuebere,

p Ansge eprtosu, aed trusts To a considerable oextet the Var/AW

D0 rtmet cae -to leave details to the theater# particularly as channels

of cou•miotion between Washington and the theater improveds but throughout

the occupation Waohington occasonally intervend in topics of special

interest to Coan em,- the public, or our allies.

An outstanding za-,lIs of over-detaoled instructions in CA/n was JOS

1067, based on detailed intelligence estimates that wron later corrected and

on a poli e that was later virtually repudiated. Other examples in the

area covered by the studyr were those of reparations, level-of-industry, and

some of the negotiations leading to a fusion of the three western tnese,

Reparations and level-of-inftatry loent themselves to the coMeilation, at a

distance$ of precise list. and twgetsj more importsalt they were at

different times of groat nosnt to our allies and to Congress; political and

diplomatic pressure was put on Washington to enter into detail, A ednor

illustration was the Obligatory purchase of 280,000 tons of American seed

Potatoes With CMU funds, to ensure Oongressioual support*

In A n=6@r of casesP policies were developed in the theater with little
or no guidance from Washington. In general CMUS was allowed more latitude

in governmental that In eccuonoic Or financial matters, For Instance,, the
theater dnauifioation directive and the transfer of denasification opera-

tions to the Germans in 1,914 were developed in the theater, an was the routh
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Amnesty of 1946. When the Oezuans were developing constitutions for the

Imoier in 1946, the State Department tegan to insist on detailed changes

but defer'iad to Mnim. which wished to keen military moverrment i.nterference

to a stnim-mmi , q% e for bizonal or "zatlon wrorr, -appaalj doeToloped

in the theater. In somr cases, such an currency reform policy in 1946 and

, M ' '. .. G% , o an Occupation Statute in 1914 MM had

difficulty in obtaining guidance sufficiently firm and yet sufficiently

general.

Tovard the end of the period of occupationp Genera4 Clay was involved

in continual negotiations. with the Western Allies and the Germans. Washing-

ton came to have something like an articulate philosophy, not always

follaowed of allowing hin latitude in his negotiations. In a late stage

of the currency reform negotiations, for example, Under Secretary of the

Arsw Draper-(who had been a division chief in ONGUS) reassured General

Clay "that within the general principles and policies given you by your

governmnnts the detailed decisions based on tripartite negotiation were within

your province." Again, in September 1948 during the siege of Berlin,

Secretary of the Army Royall cabled Oeneral Clay that "it is not my intention

nor that of the State Department to restrict or hamper you in your

negotiations. However, we will be glad to give you our opinions on an

matters about uhich you wish to consult us$ and to assume or share the

responsibility of any important decisions which you have to makeo. General

Clay more than once reminded Washington of the distinction between giving him

an order and making a suggestion to him,

Finding lit The cowuunication 'of policy suggestions, established

o ,liee reports, and criticism between OOUS and the War/Ary Department
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was fair at the beginning of the. occupation but improved substantially In

the course of tim, despite occauional recurring breakdowns. Correspondence

and eable@ were a lementd by 1ai4wo;. : • lronal ota•t•. of which

•__0 the most imortant was the participation of .. IUS representaties

in international conferences outside Qerwm=r as adviser. to United States

negotiators on Q!!!mi =Ottrez

Even after stable orgaxiisations had been developed in Waahington and

the theaters no clear pattern was discernible for the taking of initiative

In the formation of military goverrnnt policy in the areas studied. Thie

was not necessarily a defeat. V•Ule it could and may have led to duplica.-

tion of effortj the main difficulty was not overlap but gape. Where

communioation was ample and early enough in relation to the need for it, the

locus of initiative doom not appear to have mattered, if someone exeaised it

in time. (Fotors of pride# vanity# and credit would of courseebve to be

oonsideredj the study was largely confined to documents and did not devote to

much factors the attention that could have been paid if the administrative

process had been investigated by Interview tecliquee.)

A not untypical example of adequate coiunication was the development

of policy on Oermsn central agencies in mdd-1946. Preparing for the second

part of the Paris M7, the War Department on 23 Nay aske4 OMWu th•ough USFbT

to contribute its vievw on German central agencies (among other agencies) for

incorporation. in papers to be submitted in SWNCC. On 26 Nw the views of

OMO1S were cabled by General Clayl special reports were sent by air courier

to Washington, supplemanting the cable. On 11 June O(KUS Cabled Wehington

suggesting close lia•ion between Washington and Berlin on planning related to

German goverrmental structurej the State 'Department (Assistant Secretary

Hilldring), advised by CAD, replied sending two State Department research
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papck UA±Loh ypprauily were transmitted to OMCEJS. On 13 June CAD notified

General Clay that the Secretary of State had accepted a large rart of his

206 my recognegdations as the orricial vi-z ! thi •o•or u-zt f'or prosenta-

tion to the CF7K and on 29 June the War Department cabled general governmental

approval of the OHMJS plan for central German agencies.

On the other hand, communication broke down on occasion at one or more

of several points.

(a) To take an early example, General Clay before leaving Washington

to become Deputy Military Governor was so inadequately briefed that he knew

nothing of JO8 1067 (then in preparation); he knew nothing of the tripartite

policies on Germany agreed on by the Soviet Union, the UK, and the US; and

he was not even advised to talk to anyone at the State Department.

(b) Again, the government occasionally was embarrassed by the coexistence

of incompatible drafts of an important policy document, as with the versions

of JCS 1067 used by USGOC in early 1945, the two texts of the German surrender

document before the European Advisory Commission, and the divergent drafts

of the Occupation Statute in 1949.

(c) General Clay with partial justice complained that his negotiating

authority was being continually undermined by State, e.g., at one stage of

the neootiations on prohibited and restricted industries; at one stage of the

negotiations on trizonal fusion; and on the occasion of a dispute over the

timing of the delivery of a conciliatory letter to the Germans working up the

Basic Law in their Parliamentary Council.
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Reference has been made earlier to various devices for comiomusoating

policy between Washington and the theater* Day-to-day oozrespondenoe and

Cables made up the largest volume or matter studied, but several other

devices were of great mportanceS

The loss of time consumed in travel and absence from Berlin was more

than offset$ apparently, tV the results obtained by some of the trips made

to Washington by OMRS leaders to consults e.g., Clay in November 1945 on

food allotments, internationalization of the Ruhr and Rhineland, central

German agencies, and reparations; Clay in November 1946 on bisonal unifi-

Cation, revision of the JCS 1067 series, and socialization of industry;

Draper in January 1947 on the food, fertilizer, transportation and petroleum

budget.

A most important channel for the comiunioation of policy and suggestions

and for the ventilation of grievances accumulated in day-to-day work seems to

have been developed almost incidentally: the attendance of OMGUS personnel

at various international conferences where they had an opportunity to work

with War Department and especially with State Department officials. A partial

list will indicate the range of topics covered:

(a) aeneral Clay and Ambassador Murphy attended the first part of the

meeting of the Gduncil of Foreign Minietere (0GP) in-Paris in May 1946; Clay

had an opportunity to explain to Secretary of State Elmnes and Senators

Connally and Vandenberg the economic consequences resulting from the severance
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of Gernavy into four independently operated areas. An indirect sequel to

Gmeral. Clay's talks with Secretary Byrnes in May and July 1946 at Paris was

the Secretary's vi•sit to General Clay in Berlin before the Secretary's

Stuttgart speech in September 1946, a speech that owed much to a draft summzy

of policy previously prepared by General Clay and his staff and marked the

new direction for United States policy on Germany.

(b) General Clay and some of his staff represented the War Department

in Washington (Novmber 1946 and October 1947) in the negotiations with the

United Kingdom on import-export levels and finanning.

(o) The Moscow CFM in March 1947 brought together a considerable number

of OMOUS experts and State Department experts on Germany., affording at least

a temporary opportunity for an unprecedented degree of coordination, which

had for American occupation policy a more lasting importance than merely the

preparation of the US position in the Conference. It was at Moscow that US

policies on the German economy and the German governmental structure were

developed in the light of the split-off of the Eastern Zone, the reaction to

Soviet agression in Europe, and the forthcoming fusion of the western aones.

(d) The London GPM in November 1947, attended by OMGUS experts on German

government, established the controlling influence of OMUS on governmental

matters.

(e) At the London Oix-Power Conference on Germany in February-March 1948

General Clay and his advisers assisted in the formation of US policy on a wide
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range of subjects, .including reparations deliveries; the relationship of

Western Germany to the Suropean Recovery Program; control of the Ruhr; the

evolution of the political and economic orfarnzation of the three western

zones; and the awsociation of Belium, Lhe N•therzlands, and Lazxembourg in

German policy.

(f) In preparation for the COF, in Paris in May-June 1949, just after

the Berlin Blockade ended, OH1AU8 drew up papers for the Department of State

on conditions in the Soviet Zone, quadripartite supervision of elections,

disarmament, foreign property interests in Germany, and Berlin cu.rrency.

Perhaps the international conferences enabled officials from both

Washington and the theater to escape temporarily from some of the restric-

tions imposed by their files, their telephones, and the other necessary

paraphernalia of their work, to devote time and concentration to endeavoring

to understand their colleagues' viewpoints and clarifying their own.

Findineg 121 Fact-finding missions to the theater helped to improve

presidential, congressional, and public understanding of military government

problems, particularly on guestions of food and agriculture.

Even apart from staffs and sub-conmittese of Congressional committees,

the theater was visited by investigators sent from Washington with special

missions. Several of these missions performed a useful function in relay-

ing to Washingtonj with new approaches or new stress, problem of whose

magnitude the theater had not succeeded in persua,-ing Washington through the
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ordinary channels. This appears bu have been The case with the Byron Price

visit in 1945, which covered a broad field and resulted in recommendations
for (among other things) the revision of JM( 1067/6; the l-,1v - r- I

on economic conditions; the visits of former President Hoover in 194. a!-A

1947, and his reports on the food shortage; the Cola-Dodge-Goldamith report

in 1946 on financial rehabilitation; and the visit of Secretary of Agriculture

Anderson in 1947, on food requirements.

Finding 131 After OM•S became fully organized, representatives of

departments other than War/Army and State seldom intervened directly in theater

overations. The relationship of the State Department's representatives in

the theater to the policL-makIng process eas never fully resolved during the

period of military governmenrL despite the fact that the personal

Qualities of officials on both sides held down the difficulties inherent in

the situation.

A special difficulty, never fully resolved, was presented by the liaison

in the theater between OMGUS and USPOLAD, the State Department's representative.

General Clay's theory was that his instructions should come from his command

superiors in the War* Departments and that the views of the State Department

if presented as instructions u•at be cleared by State in SWNCC or (if SWNCC

could not agree) at the White House before being transmitted from SWNCC toJGSs

from JCS to CAD, and from CAD to OIYICS. Under that theory the Political

Adviser in 3erlin could serve only as a transmitter of sug.gestions and a
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watchdog for Stateo In practice the collaboration between General Clay

and Amibassador Mrphy worked well, with sporadlc eruptions. To the extent

that USPOLAD sought to eaui. p to give advzz. on q-a-it ioa•v sofG'rma

politics and German governmental strucýure, General Clay tended to jean rather

on his experts in OMM3SI and this strain inoreased as the German goverment

became more and more nearly autonomous, for the Political Adviser naturally

sought to mold his office and his function more and maore in the traditional

ambje sadorial forms.

0OW'NDATIONS

1. In planning for the policies to be followed In the military

occupation of foreign territory by United States forces it should be

recognized that military government policies not be regarded as military

policies alone. Political, social, and economic aspects of policy interact

with military aspects and vith one another. Policies applied by the military

should be connected and consistent with US foreign policy.

2. As soon a; some form of military occupation is envijaged, the US

government should develop clear and consistent (not neoessarily detailed)

long-range policies for the guidance of the officiAls who will have the

responuibility ot administering or supervising the occupation. 7he arz can

play an important role in this regard by seeking answers beforehand to those

questions with which it will eventually be faced in the conduct of the

occupation.
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The stage at whaich long-range policies will be needed may not be

reached before the outbreak of hostilities, but it would be imprudent to rely

upon a leeway of -athe or years in which such policies can be evolwe at

Leisure, ror the course of battle may move too swiftly. Among thhe questions

on which ýt would be well to develop policy - or to take consoiously the

risks of deciding not to have a policy - are the folloidngi

(a) Are the inhabitants of the occupied area to be treated as enemies,
as allies of the United States, as wards of the United States Treasury, As
aeutrals, or in some other way?

(b) (If the United States is a member of a victorious coalition) Is
the administration of the occupied area to be shared with representatives
of our allies? If sop are there to be zones of occupation as in Germany
and Austria, or a unitary occupation with an inter-allied superintending
or advisory body as in Japan, or an occupation as trustee for an inter-
natior.al or supranational organization like the United Nations a in parts
of the Pacific?

(a) Shall the inhabitants of the occupied area be permitted to admin-
ister their own affaLrs? If so, may they continue the form of government
that obtained prior to the occupation or nust they set up a different form
of government; and, if the latter, under what restrictions imposed by mili-
tary government? In it desirable that there be a period of transition in
which governmental power resides nowhere but in military government?

(d) Shall military government 't ke respoieibility for the maintenance
of social peacej for the restoration, the new establishment, or the pro-
scription of a particular social order; or merely for the establishment of
military security for the occup-ing troops? If at the time of occupation
a violent social-political revolution is in progress (assisted, possibly,
by our propaganda), shall military government attempt to freeze the status
quo, attempt to let things run their course, or intervene - and, if so, on
what side?

(e) dhall military government impose economic controls (ceilings on
production, ceilings on capacity, export quotas, rationing, allocation
priorities, etc.) for securitv reasons or welfare reasons, or should the
occupied area be left to its own devices? Is a period of economic misery
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to be encouraged as a lesson to the defeated population? It the United
States taxpayer to be asked to supply the deficiency between local resources
and a initihu standard of l.ivinganHow shalo ehe accupied area rank ain •m-
petition with our allies as a oulimmnt for scare s commodities and machinery?
Should certain kinds of production be pushed in the occupied area for the
sake of world economic recovery? Should productive capacity be removed for
the benefit of the US or its allies, or for the sake of industrial disarma-
ment? Do the objectives of military security and economic recovery conflict?

(f) Shall the former enn• leaders be punished? If so, for what aots,
by what tribunals, and how far down the line? Should military government
purge public life of all formerl7 prominent oitisens, or of all members of
a certain political party or parties? Should the initiative be left to the
local population? How shall the competing claim of retribution (or deterrence)
and administrative efficiency - of social justice and social order - be
resolved, and by whom?

It is not to be supposed that policy on these and other questions, once

developed, can be followed uncribtoally without modification in the light of

changing oircuamstancesi but both our failures and our successes in Germany

suggest that it is better to have long-range policies, however imperfect and

matable, than to let policy emerge as the sam of our instinctive responses

and our defaults, modified only by the iamrint of an insufficiently identified

center of policy interest.

It should be noted that questions like those listed above are questions

of foreign policy and fall within the traditional responnibility of the

Department of State. Other agencies have to play some role in the process

of formation of policy where their interests are concerned, however, and the

role of the Arzg will and should be considerable. The military must take the

responsibility for executing many of whatever policies are ultimately adopted;

the military muat obtain the appropriations for carrying out its dutiesj the

SECRET



SECRET

military probably will have the largest &nd best-equipped body of observers

on the sceae of the o'cpiad a, wipplying inadlepeosable intsligence to toe

mkers of policy; and the mn in the field alvayn •M akeN som-c poclloys preaisely

because they are the ami in the field, in closest contact with the problem,

mediating between Washington and the occupied area. Moeo oircuastanoes, at

the same tinej should not induce the military to usurp the ultimate responsibility

for policy that rests with the State Department and the President.

3* In plarning for future military goverament operations, the ArzW should

also be prepared to take the initiative in seeking clear assignents of

responsibility for the formulation of military government policy and organisa-

tional lines that firmly establish the authority and responsibility for

decision making in this field. In particular, the establishment of some central

policy making body that will coordinate the policy interests of all the govern-

mental agencies concerned should be sought.

4. Subject to certain provisos, mandatory directives issued to the theater

from government level should express long-range objectives and the various

essentials of interim policy in only as much detail as is needed for guidance,

leaving methods and procedures to the judgent of the theater comander. The

provisos areo

(a) There must be sufficiently frecuent and frank oomnhication between

Washington and the theater so that Washington can predict with fair accuracy

the way in which the theater will carry out a -;eneral directive.
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(b) There must be suffioient staff support in th. theater so that the

theater commander has at his disposal most of the skills and intformation needed

for the fozmation oi detailed sub-policiee.

(a) Inforiation #nd advice - =at be- Availblo frog Waishlgtoa upon request

made by the theater, e.g., technical informationj relevant diplomatlo informa-

tion; and advice on the trend of policy thinking in other departmente, in

Congress, and in the White House. When the sources of such information are

outside the militauy establishment, they should be freely available at dtaff

level to the military.

5. Channels for oozmnication between Washington and the theater of

military government should be kept open in both directions before, during,

and after the formation of policy in order to insure the two-way exchange of

information, policy suggestion; reports, criticism, etc. essential to the

development of effective policy. Too much co-mnncation is a les' harmful

error than too little; and an excess tends to be self-correcting, while a

deficiency tends to be self-perpetuating.

Routine comnanioation should be supplemented from time to time by

personal contact. The particular means chosen is not of great importance;

it may be by regular or irregular visits home, by special executive missions

from Washingtonp by joint participation at international conferences on

problems related to military government, or by other means.

6. The relationship between the military governor and the Department

of State should be subjected to further analysis and reflection. Thouýht should
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be given to t•:e suggestion that the miitar7 goverior combine moms of the
attr. t4  .- , =4 U tab. c an' and reporting to at group

like the National !our-ity Cowno±1, anjo-yI the right of direct access to

the President, and assisted by teohnical attaches from various departments

of the government.
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